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MONDAY, MAY 7, 1951 


CONGRESS OF THE UNITED STATEs, 
SELECT COMMITTEE ON SMALL BUSINESS, 
UNITED States SENATE, AND SELECT COMMITTEE ON 
SmMaLt Business, House or REPRESENTATIVES, 
Washington, D. C. 

The joint committee met, pursuant to call, at 10 a. m., in room 457, 
Senate Office Building, the Honorable John J. Sparkman (chairman) 
presiding. 

Present: Senator John J. Sparkman, Representatives Joe L. Evins, 
and Abraham J. Multer. 

Also present: John E. Newby, special counsel, Senate committee; 
Victor P. Dalmas, executive director; Ernest L. Stockton; and Duncan 
Clark, staff members, House committee; John Fisher, secretary to the 
Honorable Leverett Saltonstall, United States Senator; Donald G. 
Herzberg, legislative assistant to the Honorable William Benton, 
United States Senator; and John J. McCarthy, executive secretary 
to the Honorable Edward J. Thye, United States Senator. 

The CuatrMan. Let the committee come to order, please. 

There are many other committee meetings this morning. In fact, 
it will make it difficult for many of our members to be here. However, 
we do hope to proceed with those that are present. I hope that others 
will come in in the course of the hearing. 

The purpose of these hearings is to determine whether adequate 
steps are being taken during the present emergency to insure that small 
business is receiving a fair share of the contracts being awarded and 
to study the problems the small businessman faces in his efforts to 
participate in the defense program. 

Material shortages which followed in the wake of accelerated 
military procurement in many cases made the small manufacturer’s 
plight a desperate one. He turned to seek Government contracts as 
one means of survival. In many instances, toward the end of 1950, 
he was achieving some little success in obtaining a share of the dollars 
the Government was spending for procurement. The contracts he 
received were not being awarded him on the basis of his need for 
business, but were coming to him strictly on a competitive basis. 

However, as the small man’s need for DO-rated materials increased 
and as Government spending rates rose, his share of the total amount 
spent appeared to be decreasing. Early in 1951 there was an abrupt 
switch in purchasing methods, and the competitive system was no 
longer being used for a majority of the purchases. Instead, negotiated 
buying accounted for most of the procurements, and the little fellow 
had to learn all over again how to do business with the Government. 
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He found that the Department of Commerce daily listing of invi- 
tations to bid was no longer a long list and that the weekly list of con- 
tract awards published by the Department of Commerce did not 
indicate to him where he had best turn to obtain subcontracts because 
the value of the awards was no longer published. 

In short, he came to our committee saying that he could not find 
out what was being purchased and, therefore, that he was in no 
position to say he was being unfairly omitted from procurement 
activity. He felt that the purchasing officers were too busy to give 
his case more than cursory attention, and that he could do little on 
his own to improve his position under the circumstances. 

The small-business man followed instructions to turn in to pro- 
curement centers complete data as to his company’s facilities, ability 
to produce particular items and financial rating. Thereafter he 
found that his usual selling methods did not suffice. Due to rapidly 
developing material shortages he could not afford to wait until some 
indefinite future time before he was to be given, for the first time, a 
chance to bid. He asserted that the use of small facilities apprently 
had not been seriously considered as important to over-all military 
planners. 

On the other hand, we were aware that on December 18, 1950, the 
Secretary of Defense issued instructions to the Secretaries of the 
Army, Navy, and Air Force that efforts should be made to broaden 
the industrial base of procurement using the negotiated method to 
achieve this end. We feel that enough time has now elapsed to 
permit a fair assessment of the success which can be expected from 
the implementation of that directive. We hope to learn during these 
hearings the extent small business has benefited as the result of this 
policy. 

At the conclusion of joint sessions with the Select Committee on 
Small Business of the House of Representatives, the Senate com- 
mittee will hold a series of hearings on individual cases to study the 
small-business man’s position as a result of current military procure- 
ment policies. 

That is a statement relating to the hearings that has been prepared 
to represent the two committees. 

Congressman Joe L. Evins of Tennessee is here acting chairman of 
the House Committee on Small Business in the absence of the chair- 
man, Congressman Wright Patman, who, because of illness in his 
family, had to go to Texas. 

Congressman Evins, I wonder if you have anything to add to that 
statement? 

Representative Evins. Mr. Chairman, we have a statement which 
we would like to make at this point, and have included in the record, 
if we may. 

The CuHarrMan. We would be glad to have it. 

Representative Evins. I am sure that my colleagues in the House 
appreciate this opportunity to join with the Senate Small Business 
Committee in order that we may expedite these hearings and thus 
avoid duplication of effort. 

When the House Small Business Committee was reconstituted 
February 2, 1951, the committee was directed to conduct a study and 
investigation into the problems of small business during the con- 
tinuance of the national emergency. 
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In the succeeding months, the committee has done its best to comply 
with these instructions. Field hearings have been held in 23 cities 
and 18 States, thus far. Approximately 500 small-business men have 
appeared at these hearings to provide the committee with specific, 
down-to-earth information regarding their current problems. Many 
problems have been presented to the committee in the course of these 
hearings. 

Everywhere the committee has gone, however, it has found that 
no problem facing the Nation’s small-business man today is more 
important than that of gaining an equal opportunity to participate 
in Government procurement, particularly procurement by military 
agencies. 

The impact of the Government’s procurement policies upon the 
Nations’ small-business economy has been intensified many times 
during the present mobilization period. Selling to the Government 
has become a matter of life or death to thousands of small-business 
men who normally have little interest in obtaining Government 
contracts. ‘These businessmen have been forced, in greater or lesser 
degree, from the civilian market because of shortages of material, 
and their only hope of survival lies in procuring contracts in the 
defense effort. Full utilization of these small-business concerns by 
military procurement agencies is important, not only from the 
standpoint of maintaining small-business economy, but in aiding the 
civilian economy as well. 

The committee appreciates the opportunity to join with the Senate 
Small Business Committee for further exploration of these problems, 
Mr. Chairman; we also wish to express our appreciation to the dis- 
tinguished witnesses who will appear before this committee this 
morning and on succeeding days. We are confident that the agencies 
and individuals concerned with Government procurement have a 
sincere interest in the Nation’s small-business men and their problems. 

However, this interest must be translated into definite action at 
the level of various Government procurement offices before the 
present problems of small-business men can be alleviated. This is 
the objective we hope to achieve. 

Increasing the participation of small-business men in the defense 
effort certainly is an important goal. It is hoped that these 
hearings will produce information which will bring about that realiza- 
tion. 

Thank you, Mr. Chairman. 

The Cuarrman. Thank you. 

This morning we are hearing from the Munitions Board. We are 
glad to have with us Mr. John D. Small, Chairman of the Munitions 
Board. Accompanying him are Mr. William J. McBrian, Vice 
Chairman for Supply Mangement of the Munitions Board, Rear 
Adm. M. L. Ring, Military Director for Supply Management, 
Munitions Board, and Commander Philip Ashler, Acting Chief, 


Office of Small Business, Munitions Board. 
Mr. Small, will you and the gentlemen with you come around, 
please? 


We are glad to have you; all of you. 
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STATEMENT OF JOHN D. SMALL, CHAIRMAN, MUNITIONS BOARD, 
ACCOMPANIED BY WILLIAM J. McBRIAN, VICE CHAIRMAN 
FOR SUPPLY MANAGEMENT, REAR ADM. M. L. RING, MILITARY 
DIRECTOR FOR SUPPLY MANAGEMENT, AND COMMANDER 
PHILIP ASHLER, ACTING CHIEF, OFFICE OF SMALL BUSINESS, 
MUNITIONS BOARD 


Mr. Smauu. General Marshall, as you know, because of other 
commitments, was unable to be here, and by other arrangement with 
you, Mr. Chairman, I am talking from the point of view of the De- 
partment of Defense. 

I have a prepared statement which, with your permission, I would 
like to read. 

The Cuarrman. You go right ahead, in your own way, Mr. Small. 

Mr. Smauu. Thank you, sir. 

Mr. Chairman and members of the Senate and House committees. 
I welcome this opportunity to appear before your committees, to 
discuss with you the Department of Defense small-business program 
and its related problems. I shall confine my remarks in this state- 
ment to a brief discussion of the progress that has been made, together 
with a general discussion of our plans for the future. Should I fail 
to present some particular problem in which any of you gentlemen 
might be interested, I shall be happy to discuss it at the conclusion of 
this statement. 

Within the Department of Defense we are fully aware that one of 
our most important and pressing problems is that of small business. 
It is a fact that the services have a selfish interest in helping small 
business, because they know they need this capacity. We are doing 
something constructive about it. Much has been done already. In 
my opinion we are further along now than we were at a comparable 
period in World War II. However, much more remains to be done, 
and I assure you that we will continue our efforts with sincerity and 
firm purpose. 

It is probably advisable to point out in the beginning that there 
are several major factors in the present situation which do not seem 
to be always fully recognized. 

One major factor is that the actual volume of military procure- 
ment is considerably less than is popularly thought. Many business- 
men have told me that they expected munitions contracts to flow out 
at the same rate as at the peak of World War II. On the contrary, 
as-you well know, deliveries of military equipment during the months 
ahead are planned at lower levels than the World War iI peak. 

Another major misconception is that military procurement can be 
easily and quickly substituted in each and every plant where civilian 
production is adversely affected by material shortages. I can assure 
you that this is not correct. For example, in order to provide alumi- 
num for aircraft, and other munitions, aluminum has had to be 
diverted from thousands of other products, and from the plants that 
produce them. It is unfortunate, but true, that this diversion of 
aluminum to aircraft has freed far more production capacity than can 
possibly be taken up by the other munitions programs. The same 
kind of situation holds true with other materials. 

I know that the committees will be interested in our latest compila- 
tion of prime contract awards to small business. During fiscal year 
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1950, $1,310,615,000, or 24.5 percent of the annual total was awarded 
to small business. However, during the first 9 months of fiscal year 
1951, through March 31, small business has been awarded a total of 
$3,394,380,000 or almost three times the amount they received during 
the entire fiscal year 1950. This represents 21 percent of the total 
awards. 

While the declaration of an emergency in December 1950 greatly 
increased the use of negotiation as a method to procurement, it is 
interesting to note that the percentage of awards to small business 
have risen steadily during the first quarter of this calendar year. In 
January small business received 16.6 percent of awards; in February 
21.6 percent, and in March 25.9 percent. 

A break-down of departmental awards to small business for the 
months of January and March of this year indicates a trend which we 
hope wiil continue. The Air Force awarded 11 percent of its total 
procurement in March to small business as against 10.2 percent in 
January. The Army awarded 36.3 percent in March as against 22.4 
percent in January; and the Navy awarded 21.5 percent in March as 
compared to 12.5 percent in January. 

During the period July 1, 1950, to February 28, 1951, small business 
received 67 percent of the number of contracts awarded by negotiation, 
which represents 12 percent of the dollar value. During February 
1951 the small-business share of negotiated contracts remained about 
the same for numbers of contracts but increased to 17 percent of the 
dollar value, percentagewise. 

It is relatively easy to prepare statistics covering the award of prime 
contracts to small business. It is very much more difficult to accumu- 
late information concerning the substantial share of munitions work 
that is going to small business through subcontracts. It is certain, 
however, that the dollar volume of work going to small business 
through subcontracts is manyfold the volume going to them through 
direct contracts. 

Subcontracting must be recognized as an effective instrument in 
the distribution of military procurement to those smaller independent 
enterprises not equipped to undertake prime contracts. Our efforts 
have been directed toward aiding those small enterprises normally 
engaged in the manufacture of civilian products, but now denied the 
raw materials to continue their line, and who have no existing subcon- 
tract arrangement with larger producers. For example, to aid those 
seeking subcontracts, the Department of the Air Force recently ar- 
meet: pi exhibit of prime contractors in New York City where prints, 
drawings, and specifications were available to potential subcontractors. 
This aoa developed by the Air Force, proved so successful that 
another exhibit was arranged at Chicago last week, and another show 
sponsored by all three military departments is scheduled in Boston 
on May 15. 

Additional exhibits will be arranged through the cooperative efforts 
of the Army, Navy, and Air Force at Detroit, Los Angeles, Fort Worth, 
and other principal cities. The extent of subcontracting is best demon- 
strated in a recent study of 863 Air Force prime contracts, totaling 
approximately $5 billion. 

The data collected indicated that approximately 75 percent of the 
subcontracts were awarded to companies employing less than 500. In 
compiling this information, Air Matériel Command representatives 
approached 59 major prime contractors in every field of production. 
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These prime contractors submitted figures which included a total of 
32, 382 subcontracts. Of this total 24,306 of the subcontractors were 
in the category of small business. 

The Department of Defense has been acutely aware of the need for 
widespread subcontracting in order to broaden the mobilization base 
and to make possible greater participation by small business. In 
General Marshall's directive of December 18, 1950, he specifically 
pointed out the necessity for “the aggressive encouragement or require- 
ment of subcontracting by prime contractors.’’ We are pursuing this 
policy aggressively and procurement officers have been directed to take 
partic ular account of the extent of subcontrac ting the prime contractor 
is willing to do as one of the factors in the negotiation and pricing of 
prime contracts. 

Recently the Munitions Board, consisting as you know of the three 
procurement secretaries, has issued a revised and greatly strengthened 
procurement policy designed to help small business. Here I shall 
discuss briefly the important aspects of this policy, since the detailed 
program has been made available to the professional staffs of both the 
Senate and House Small Business Committees. 

The Munitions Board directed each of the three military depart- 
ments to appoint a small-business specialist in each procurement office 
and, where suitable, in higher offices concerned with procurement. 
Such specialists assigned to principal procurement offices, and those 
assigned to higher offices, will devote their efforts exclusively to assist- 
ing small-business concerns in connection with military procurement. 
Close and effective liaison between the small-business specialists 
appointed in the military procurement offices and the representatives 
of the recently established National Production Authority field offices 
will be maintained. This contact will help to bring together idle 
small-business facilities and those prime contractors seeking additional 
sources of supply. Since the success of this part of our plan depends 
in large part on the appointment of well-qualified individuals, the 
three departments are screening applicants with great care. This, of 
course, will require time and consequently it is too early to report the 
names of the appointees. However, this is being worked on and should 
be done in the very near future. 

An example of the existing close relationship between the Munitions 
Board and other defense agencies is the development of the “pooling” 
arrangement. The Department of Defense, the Defense Production 
Administration, the Office of Defense Mobilization, the Department 
of Labor, and the Department of Justice have developed by coopera- 
tive effort, a procedure by which small-business concerns, which have 
formed production pools, can obtain a determination as to whether or 
not they qualify as potential contractors for defense procurement. 

By so organizing and qualifying, small-business enterprises can 
compete for contracts which may be far beyond their individual 
capabilities. This procedure will provide industrial pools of small 
business with a means for obtaining waivers from title I of the Walsh- 
Healey Public Contracts <Act and applicable antitrust legislation. 
While each case will of necessity be judged on its merits, the pro- 
cedure will minimize the time required to obtain clearance and make 
such clearance known to the field procurement offices. A pool of 
this nature, formed at Omaha, Nebr., has already qualified to com- 
pete for Government contracts. 
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With the sharp trend toward negotiation rather than formal adver- 
tising, due to the urgency of the situation, many small-business men 
complained that advanced information concerning these procurements 
was not available to them. In an effort to remedy this difficulty, 
the Munitions Board has now directed the three military departments 
to publish in synopsis form, for distribution by the United States 
Department of Commerce, information concerning unclassified pro- 
posed negotiated procurements. Under this directive, and in con- 
sonance with security requirements, negotiated, and advertised pro- 
curements exceeding $10,000 made in the continental United States 
will be publicized when such procurements are scheduled to be opened 
18 days or more from date of issue, 

In addition to the principal purchasing offices previously required 
to report formally advertised procurements, all field purchasing 
offices in the continental United States will transmit synopses to the 
Department of Commerce for all procurements coming within the 
afore-mentioned directive. It should be noted that proposed pro- 
curements for the construction, alteration, or repair of buildings, 
bridges, roads, or other kinds of real property will be included in the 
new synopsis. I know that we have recently been criticized for 
deleting quantity and dollar value information from the weekly 
synopsis of awards. I would like to also point out that we have been 
severely criticized for giving too much detailed and pin-point informa- 
tion to our potential enemies. I want to assure you that the quantity 
and dollar volume information was deleted only after careful con- 
sideration and only because we were convinced that its continuance 
would be a real security risk. 

Again in considering the revised synopsis of proposed procurements, 
security is a major factor. For this reason, the description of the 
item required will consist of a minimum general description, and will 
include, when appropriate, commonly used names of supply items, 
basic materials from which is fabricated, general size or dimensions, 
and so forth, but will not include information which in the opinion 
of the transmitting office may constitute a security risk. Further, the 
quantity may be omitted when in the opmion of the transmitting 
office the inclusion of such data may constitute a security risk. Indi- 
cations of quantity such as “more than’”’ or “less than,” and so forth, 
may be used at the discretion of the transmitting office. 

There is a popular notion that in time of even partial mobilization, 
the majority of military contracts are classified as secret or confi- 
dential. The committee will be interested in learning that a spot 
check of current procurement in all three departments indicated that 
less then 5 percent of all contracts are so classified. 

The Munitions Board has reiterated to the three military depart- 
ments and has included in the Armed Services Procurement Regula- 
tion its mandate that negotiated procurements, as well as formally 
advertised procurements, shall be broken down into reasonably small 
lots to permit making multiple awards. It is gratifying to note that 
the Department of the Army reported that a recent order for 1,120,000 
pieces of underwear was broken down so that 21 firms received con- 
tracts, 14 of them small-business enterprises. 

Another order for 980,000 pairs of combat boots was distributed to 
17 manufacturers, including 8 small businesses. A recent order 
for the purchase of fire-control equipment, amounting to $13 million, 
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which normally would be filled from two established sources of supply, 
was broken down into 21 separate contracts. 

The Central Military Procurement Information Office, which was 
established in 1949 and reported to both committees in June of 1950, 
continues to function as a positive aid to those businessmen, large 
and small, seeking information concerning the sale of their products 
to the military departments. Since the last report, the professional 
staff of officers representing the Army, Navy, and Air Force has been 
doubled. Just 2 weeks ago the office was moved from the Pentagon 
to the Old Post Office Building at Twelfth and Pennsylvania Avenue 
in an effort to bring the facilities of this organization closer to the 
businessmen who visit Washington and seek its advice. 

The Munitions Board Small Business Office, which was established 
as a point of contact for small-business men interested in discussing 
xroblems relating to their dealings with the Department of Defense, 
ies recently been reorganized, enlarged and redesignated as the Office 
of Small Business. It continues to serve as the point of development 
of material and procedures designed to facilitate small business 
participation in military procurement. 

It should be pointed out that the Munitions Board itself buys 
nothing nor does it place contracts. Further, we have no authority 
to designate those individual firms who will receive contracts. 

What we try to do is to help the small-business man by telling him 
what work is needed, by what office it will be let, and how to present 
his case to the procurement offices. In addition, the Office of Small 
Business works with the staffs of the individual Members of Congress 
in advising them how best to answer the questions presented by their 
constituents. 

I would like to emphasize that the problems of smal! business can 
be solved only by constant daily thought by every procurement 
officer as they consider each purchase as to what extent small business 
may supply the item needed. I recognize as a very basic task the 
need for continued education of all personnel engaged in military 
procurement, and their thorough indoctrination in the importance of 
affording small business an opportunity to participate. This is being 
done, and I feel considerably encouraged at the marked progress 
recently evident. 

We in the Munitions Board will continue to work closely with the 
Defense Production Administration, the National Production Au- 
thority and other defense agencies, in an effort to seek out additional 
aids to small business. 

I earnestly hope that both the members of the committees and their 
professional staff members will continue the close liaison and working 
arrangement that we have enjoyed in the past. I feel assured that 
through our cooperative efforts small business will be given every 
possible part in our current efforts to build up our national industrial 
might. 

The Cuarrman. Thank you, Mr. Small. 

Do either one of the three gentlemen with you have a statement 
supplementing that? 

Admiral Rina. No, sir. 

The Cuarrman. I am going to ask just a question or two, and then 
I will ask the other members to ask questions. 

Mr. Small, do I understand that only 5 percent of the contracts 
given out are classified contracts? 
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Mr. Smatu. We made a spot check. 

The Cuarrman. And it indicates that? 

Mr. Smauu. That is right. 

Admiral Rivne. That was a spot check of 14,000 individual con- 
tracts spread over a period of about 3 months. 

The Cuarrman. Now, as I understand, or am I correct in my 
understanding, then, that you still give full information regarding the 
unclassified? 

Mr. Smauu. Yes. 

The Cuarrman. It is only the classified contracts that you do not 
give the quantities and money values, and so forth? 

Admiral Rin@. Specifically, Senator, the award information, which 
is what I think you address yourself to—— 

The CHarrman. That is right. 

Admiral Riva. Still has the necessary protection of not pin-pointing 
totals of information in the awards. In other words, we have been 
very severely criticized as the chairman pointed out with regard to 
delivery of too much precise information, so the safeguards tnat the 
chairman read into his statement regarding generalizations does apply 
to award information on unclassified awards. 

The Cuarrman. I am looking at one of the bulletins that gives 
that information, and in this column the amount is given, and over 
here the description, and over here the people to whom the awards 
were made. Now, I understand that these bulletins are still running 
like this, except that certain types of contracts are omitted? 

Admiral Rive. I am not familiar with that precise form, sir. 

Mr. Smautu. Mr. Ashler might answer that. 

The CHarrman. I am sorry, I am referring to a bulletin put out 
by the Department of Labor, and not to your bulletin. 

If the Labor Department in a bulletin like this gives that informa- 
tion, is there any reason for the Munitions Board omitting the same 
information from its bulletin? In other words, is there lack of co- 
ordination between different agencies of the Government in giving this 
information? 

Mr. SmMauu. It would seem so indicated to me. I have never seen 
this form. 

Commander Asaier. It is published as a requirement of the 
Walsh-Healey Act, and I believe Admiral Ring can pick up from there. 

Admiral Rive. I am afraid, sir, that the specific answer to your 
question is the lack of coordination between various Government 
agencies. 

The CHarrman. You are familiar with this bulletin? 

Admiral Ringe. I know that the Department of Labor publishes 
under the requirement of the statute of the Walsh-Healey Public 
Contracts Act. 

The CHarrman. That is right. 

Admiral Ring. This is published, | believe, sir, if my memory 
serves me, a considerable period of time after the award of contracts. 
I think it is a monthly bulletin, if 1 am not mistaken, sir. I haven’t 
seen one for some time. 

The CHarrMan. | believe it is a weekly—let me see just a minute. 
It is a weekly bulletin, and apparently the information is carried 1 
week late. 

Admiral Rivne. We have made no contact with the Department of 
Labor regarding its publication. We have worked with the Depart- 
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ment of Commerce, and our award information has gone out through 
the Department of Commerce. Our efforts have been to try to estab- 
lish what was considered sound security arrangements on the Depart- 
ment of Defense’s publication. I think that the question of this 
publication by the Department of Labor, which I thought. sir, came 
out a considerable period of time after the fact rather than the current 
information 

The Cuarrman. It is 1 week after. In fact, let me read vou what 
it says. Here is a bulletin issued March 30, and here is the heading, 

Secretary of Labor Maurice J. Tobin announced today that during the week 
ending March 23 ; 
that is the week previous 
all Government agencies reported unclassified contracts valued at one-hundred- 
and-forty-six-million-odd dollars subject to provisions of the Walsh-Healey Act, 
so apparently while there is a little lag there, there is not a great deal. 

Mr. Smat. We shall look into it immediately, Mr. Chairman. 

Mr. Cuarrman. | am not quarreling with the Department of Labor. 
Apparently they are doing something Congress has told them to do 
in the Walsh-Healey Act. The only question I raise is this, and | 
think this is a real question. Whether there is a good answer to it 
at all or not, I don’t know. 

Sometimes we classify something that perhaps does not need to be 
classified, or we find where one agency classifies it and another agency 
is giving it out to the public steadily. 1 was interested in reading in 
the newspaper the other day a story telling about papers in the 
Defense Department that are still carried as classified way back prior 
to the Civil War, probably back in some of the Indian war days. 
Of course the explanation was nobody cared anything about them any 
more and nobody asked to have them unclassified. 1 suppose it makes 
no difference. 

But if it is a security measure for this information to be withheld, 
nobody can quarrel with that, but I suppose a great many of the 
small-business men wonder why they are not given this information 
as quickly as they can be, and from the proper agency in Government 
dealing with it when, as a matter of fact, another agency of Govern- 
ment is permitted. I assume of course they withhold those contracts 
vou would include in your 5 percent. 

Mr. Smauu. That is right. 

Admiral Rine. Could I add something to that, Mr. Chairman? 

I think where we speak of ‘‘classified” the chairman was referring 
to the actual classification in contract documents, and his statement 
was that only 5 percent of the total number of documents under the 
spot check bore a security classification. The question of publication 
of award information of the 95 percent which were unclassified is the 
problem that vou refer to? 

The CHarrMan. Yes; that is right. 

Admiral Rine. The Department of Labor never publishes any 
information on any contracts which in themselves were classified. 

The Cuarrman. That is correct, 

Admiral Ring. So the question for resolution here is; is information 
on the 95 percent giving a greater breadth of information than the 
proper security people of the Department of Defense have indicated 
they thought was wise as a total compilation of information, and the 
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presentation in a very handy form of information, pin-point produc- 
tion information of possible value to a potential enemy, and as the 
chairman says we have got to go into that with the Department of 
Labor, sir. 

Mr. Smauu. The situation, Mr. Chairman, is as you well know 
very different than during the last war. Now this pin-point infor- 
mation is target information, target information for bombs. We did 
not have that last -time. 

The CuarrmMan. Well, now, let me just refer to one item. 

1 just happened to look down, and I see an Army item. Here is 
the regulation number, I suppose. “REG,” would that be a regu- 
lation? It is registration number, I guess. Whatever it is, the first 
column is that. The next column is Government agency. The 
next column is the amount. The next is the commodity. The next 
is date of delivery. The next is the contractor, and here is one item 
| happened to look at, an Army contract of $17,000,000, wool cloth 
to be delivered August 1951, and there are four or five contractors, 
the first name being the American Woolen Co., New York, N. Y. 

Now, is there any information in there that relates to security? 

Admiral Ring. Not so far as the particular contract is concerned, 
but any smart operator, sir, can take a compilation of these—and I 
am not saying that woolen cloth, as such, is significant, but much 
information is available to a person who will take such a publication 
as this over a period of time, and digest. it, and annotate it, and he 
will get some very valuable information regarding totals of procure- 
ment which will relate to a lot of things that the Department of the 
Army may be planning to do in the near future. 

The Cuairman. Of course I realize that is true. For instance, 
down through this 20-page weekly bulletin—it is a 36-page weekly 
bulletin—there are many, many items. Suppose, for instance, we 
just take one. Trousers, bought by the Air Force, or caps bought 
by the Air Force. I suppose someone could compile those over a 
period of time and learn how many people we have got in the Air 
Force, but why go to all that trouble when it is published in the 
papers day after day, and announced on the floor of the Senate and 
the floor of the House every time there is a debate. And so are the 
total dollar amounts. 

[ sometimes become quite concerned about the information that 
we actually give out, but since we do it, make public the testimony 
before the Appropriations Committee, in the course of debate on the 
floor of both Houses, the newspapers carrying it all the time—I am 
not arguing against every step being taken that will make for security, 
but I just don’t quite follow your argument here that by compiling 
those figures they can learn something that has already been published 
in the papers days before. That is about the way it seems to me. 

Admiral Rinec. Yet, Senator, you could take such a thing as aviation 
gasoline to military specifications, and pin-point information regarding 
delivery might give some very valuable information regarding numbers 
of planes to be delivered. Everybody in the count ry, everybody in 
the world knows how many air groups we are supposed to have. 
The information as to how fast those are going to be delivered is not 
readily available. That is classified information. So the ability of 
anybody to sit down and analyze the aviation gasoline situation, 
could provide information, and yet aviation gasoline of itself is 
nonclassified. 


) 
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The CHarrman. Yes, I concede that point. However, I am still 
thinking along that line. President Truman, in speaking to us, said 
he wanted to bring production of planes to 15,000, was it? 

Mr. Smauu. Fifty thousand. 

The Cuarrman. Fifty thousand for the year, is that right? 

Mr. SMa. Capacity. 

The Cuarrman. And yet I read in the paper just yesterday a state- 
ment that we were not going to reach that, that we were only produc- 
ing, I have forgotten what “the figure was that was given, but con- 
siderably less than that. Would the point that you “make be more 
specific information than that? Perhaps more reliable? 

Admiral Rinc. The gasoline you are going to burn is pretty reliable 
information as to the planes 1 you are going to have in operation, sir. 

Mr. Sma. I think in answer, Mr. Chairman, to your basic thought 
here, it is the policy of the Department of Defense to give as much as 
we can in the way of information that will be helpful to industry. 
You have many touchy questions of judgment which have to be exer- 
cised out in the field, because this information needs to flow in fast. 
Therefore we are really talking about the security officer in the field, 
whether he is too rigid or is too loose, and we have instances of both. 
We are trying to get it down to make ordinary horse sense to get in- 
formation out such as is needed by the people. 

The CuarrMan. Well, I surely agree with you in that. I, for one, 
and I know I speak for every member of both of these committees, 
would not have anything done that would in any way jeopardize our 
security, or impair the operation of the agencies that are charged with 
building up our military strength. However, we are getting tremen- 
dous complaints from the field that they just simply cannot get the 
information. 

I might say this, just in a very few words, and then I am going to 
ask some of these gentlemen to take over the questioning. 

I think our principal complaints, two of them, are these, from the 
field: First, they cannot get the information, and second, they have 
got little chance in a negotiated contract field. 

Now, that last complaint comes primarily from those who have not 
yet broken into the Government contracting field, I will say that. It 
seems that after they once break the ice to get in, they can go their 
way pretty well, but as I sense it from the complaints that come to me, 
the great difficulty is with the small firm that has not yet learned how 
to go about getting a contract. 

| had a gentleman in my office several days ago from down in 
Mississippi, | believe, and he said that he had been trying to get a 
contract, and about six times he had filled out the papers exactly the 
way he was told to do, and he thought that he had the contract. He 
went on back home. Every time when the award came out somebody 
else had it. He said, “1 just do not know how to negotiate a con- 
tract.”’ 

| told him to go up to the people and stay with them until the con- 
tract was given, regardless of how long it took, to stay right there and 
be ready to negotiate at every turn, but the average small-business 
man cannot do that. 

I donot know. Sometimes] think probably one of the most helpful 
things that could be done would be for an office to be set up with 
nothing to do—I do not mean an office within itself, but an office 
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within your office of small business—with nothing to do except just 
to take the small-business man who has not yet had a Government con- 
tract by the hand and lead him completely into his first contract, be- 
cause after he once learns the way, I think he can go it thereafter 
pretty well alone, but he cannot find his way through the maze of 
difficulties with which he is met in trying to get the No. 1 contract. 
Now, that may not be the reaction of the other gentleman, but that 
is the reaction that I have received, and that is my impression. 

Mr. Smauyu. We think, and hope, that the designation of these 
small-business specialists out in the procurement offices in the field 
will accomplish just that. We try to do it here, we do do it here with 
many hundreds a week, or even hundreds a day. We do do it here, 
tell the people what door to knock on, and how to knock, how to lay 
their case before the man who Is issuing the contract. 

Of course you know how greatly decentralized this job is, and most 
of it is done in the field, but we believe that the setting up of these 
specialists in the procurement office will go a long way toward what 
you have just pointed out, Mr. Chairman, and I agree with you that 
that will really accomplish something. 

The fact as to whether the small-business man gets in on negotiated 
contracts, I think the facts speak for themselves. Take during the 
month of February, there were 114,000 negotiated contracts issued to 
small business. ‘There were 43,000 issued to other than small business. 
They are getting the great proportion, getting 67 percent of the 
negotiated contracts. 

The CuarrMan. The point I was making, though, Mr. Small, and 
I assume you do not have the figures on this, how many of those 
114,000 are coming into business for the first time? 

Mr. Sma.v. I do not have that. 

The Cuarrman. That is the thing I particularly want to stress, 
because it is getting the No. 1 contract that is the hardest thing 
that the small-business man has, and I realize you don’t have that 
figure, but that is the particular part of it that 1 want to emphasize. 

Commander Asuier. Mr. Chairman, | think in this discussion 
about the elimination of dollar value from the synopsis of awards, we 
are overlooking the fact that we do have a ceiling of $25,000 in that 
award synopsis. In other words, we do not publish an award unless 
it exceeds $25,000. That, in itself, is an indication to the businessman 
that it is a worth-while contract. That figure of $25,000 was selected 
at the recommendation of the three departments because it was felt 
when a contract fell below that level, the chances of subcontracting 
were probably small, so that in effect, the businessman does have the 
fundamental information, he knows what is going to be made, who is 
going to make it, where the prime contractor is located, and that he 
is going to make at least $25,000 worth. 

The CHarrMan. I do not imagine there is much subcontracting on 
the average $25,000 award, is there? 

Admiral Ring. Certainly there would be little below that, sir. 
This is $25,000 and above. 

The CuarrmMan. It would have to go considerably above that, I 
should think, before there would be much subcontracting. 

I am going to ask Congressman Evins to propound such questions 
as he may wish to discuss. 


85230—51———-2 
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Representative Evins. Following your suggestion that there is no 
objection on the part of the committee to security, we are in favor of 
that. We feel, many of us, that they are using the blind of sec urity 
to fail to give small business the full information which they need. 
For instance, there is no objection on aviation gasoline which you 
have mentioned, tanks, planes, and guns, but why keep secret about 
threads and beans? ‘The small-business man is not in the business of 
manufacturing tanks and planes, but they manufacture thread, or 
they can beans, they do a lot of small things, but cannot get the specific 
information on the little items. Why not have some flexibility in 
policy, and give the information on these nonsecurity items? 

Mr. Smauu. | agree with that completely. Particularly shelf items, 
civilian-type items of that kind. 

Representative Evins. Yet the same policy applies all the way 
down the line for all items. 

You mentioned specialists are to be appointed in the field to give out 
this information. Now, the mobilization effort has been under way 
for almost a vear now, and billions of dollars of contracts have already 
been let. You are going to appoint the specialists, and then have a 
period of training after the dollar volume of the contracts have been 
let. What value will there be after the bulk of the awards have 
already been given out? 

Mr. Smauy. A very substantial amount of procurement is still to 
be done, sir, and these people are being put in by the departments 
now. ‘They were ordered to do it a month ago, and they are putting 
them in now. Each of the secretaries who will be here and will report 
to this joint committee can tell you the progress that they are making 
along that line. 

Representative Evins. What authority will these specialists in the 
field have after being appointed, other than just to relay the informa- 
tion to the top procurement agencies? 

Mr. Smauu. The policy is clear. 

Commander Asuier. The staff members received copies of this 
when it was passed on the 5th of April. 

Mr. Smacit. Commander Ashler tells me that the authority, what 
they are supposed to do and what they can do is embodied in these 
documents which have been given to the staffs of the two committees. 
1 will read it, if you like. 

Representative Evins. The information we have is that they can 
recommend to the contracting officer; they can only recommend. 

Mr. SMauu. Shall I read you from the document? 

Representative Evins. Yes. 

Mr. SMALL (reading): 

Establishment of small-business target objectives and appointment of small- 
business specialists in each procurement office to increase small-business partici- 


pation. 
1) An order to effectuate more positive aid to small business and thereby 
insure a broad industrial base for subsequent procurement. There is hereby 
provided small-business specialists and small-business target objectives for 
use within the Department of Defense 

2) Small-business specialists will be appointed in each procurement office 
of the military departments and where suitable in higher offices concerned 
with procurement, such specialists assigned to principal procurement offices 
and where necessary those assigned to higher offices will devote their efforts 
exclusively to assisting small-business concerns in connection with military 


procurement 
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(3) Small-business specialists assigned to procurement offices engaged in 
contract negotiation or administration will perform functions where appli- 
cable which include the following: 

(a) Serve as a focal point in the procurement office to which small- 
business concerns may make or direct inquiry concerning participation 
in the military procurement program. 

Representative Evins. It will not be necessary for you to read the 
full statement of policy. The committee has that. The point we 
are driving at is, do these specialists have authority to negotiate a 
contract with the small-business man in the field, or does he just give 
us information and refer him to higher authority with recommenda- 
tions? 

Mr. SmaAuu. Well, the small-business specialist is not a contracting 
officer, but he is there to protect and defend the participation of 
small business in the contract. He reports back. If small business, 
perhaps, is not receiving consideration by a procurement officer, steps 
are taken. 

Representative Evins. | may say we applaud that effort. In our 
hearings in the field, the general complaint was they could not get 
information, and if you had such an office in the field where a small- 
business man could go to that office, and lay his problem before them, 
and then get a decision on supply, that that would be most helpful, 
and I feel that this is a move in that direction, if these men are given 
some authority. 

Now, one other question. 

Are you making a similar program in the military to educate the 
contracting officers in this regard? 

Mr. Sma.u. Do you wish to speak to the point? 

Admiral Rina. The answer is definitely “Yes,” sir, and as Mr. 
Small pointed out in his statement, the everlasting business, every 
day, has got to be every day, of educating all military procurement 
people to really play ball in this program is just the basis of the whole 
thing. Iam sure Mr. Small will not tell you that education has been 
complete, as we expand the procurement program and get more and 
more different procurement officers in, the process of education must 
continue. It has got to be done, sir. 

Further on that thought, the work that the small-business specialist 
can do with the National Production Authority regional small business 
people, is going to be very productive, because we are going to get a 
small-business emphasis and impetus from the regions rather than 
from Washington. My own conviction is that a small-business man 
is ill advised to come to the city of Washington. He ought to have a 
place close to home where he can go and do what Senator Sparkman 
has said, stay there with it until he gets his contract. 

Representative Evins. Regarding your policy on subcontracts, we 
had testimony before our committee in the field from reliable experi- 
enced subcontractors who had been in the business over a period of 
years who had subcontracts during World War I and World War II, 
particularly in the electrical wiring field, and these men have now 
contacted prime contractors throughout the country, particularly in 
the aviation field, and they have advised them that we were not 
instructed, but suggestion has been made from the Defense Depart- 
ment that we contract in a local area, that we not subcontract down 
in Alabama, or Tennessee, but in California and New York. Under 
that policy of restricting subcontracts, we are discriminating against 
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various sections of our country. The bulk and the lion’s share of 
subcontracting in the aviation field will thus go to California. Is 
there any such policy or any such suggestion on the part of the Defense 
Department or any of our military agencies that subcontracting 
should be done in the immediate area of a prime contract? 

Commander Asuier. Mr. Evins, sir; the Ordnance Department of 
the Army has a policy that‘is close to that. They have not issued a 
directive, as has been reported, that the continental United States 
has been divided into six geographical sections, and prime contractors 
in those sections are obliged to subcontract in that particular region. 
They have, however, urged their prime contractors to subcontract in 
relatively close geographical proximity to their own plant in an effort 
to avoid any transportation bottlenecks that may develop and 
secondly to reduce the cost of hauling items from distant places to 
their plant for assembly. It is only a policy of persuasion rather than 
a mandate. 

Admiral Rina. May I add to that, Mr. Evins? 

The Ordnance Corps of the Army basically decentralizes its pro- 
curement program—although it is a question that could well be 
addressed to Mr. Alexander when he testified before you—so that the 
initial target for production is divided among the several ordnance 
procurement districts. Each district is given a task to perform by the 
Chief of Ordnance. Then the question, if there has been a general 
decentralization of this total ordnance procurement for a given item, 
appropriate parts of the United States have each been given a target 
objective for production and for procurement. Then the subcon- 
tracting policy that you mentioned stems from a basic decision to 
put an appropriate part of the work in each of the several ordnance 
districts. 

I think your question in that particular regard should be addressed 
to the Army rather than to the Munitions Board, however. There 
is no Defense Department policy on the question you ask. 

Mr. Sma. No affirmative policy. Nor do I think there should be. 

Representative Evins. Does that apply only to ordnance? 

Mr. SMaAuu. So far as I know, that is the only one where it applies. 

Admiral Rina. That is the only one I know of, sir. 

Representative Evins. In the field of aviation, from the testimony 
which we have received 

Mr. Smauu. They subcontract all over the country, so far as I know. 

Admiral Rive. In connection with aviation, sir, | think the success 
of the Air Force effort up in New York, as Mr. Small pointed out 
that meeting has already been held, and the Boston and other meet- 
ings that are being held, I doubt very much that the Air Force has 
any such policy as you have mentioned, because they are getting sub- 
contractors from all over the place, sir. 

Representative Evins. Of course if a man gets a large contract 
and a suggestion is made, or a persuasion is given out to subcontract 
in a certain area, | would think that the contractor would be inclined 
to follow that suggestion. 

Mr. Smatu. I know of no suggestion like that, sir. For example, 
one of the large aircraft manufacturers on one particular component 
entering into an airplane they were making called in every manu- 
facturer that he could locate in the United States to come out to 
California and sit down and see who would subcontract. 
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The Cuarrman. Following that question up very briefly, and I do 
not care to belabor it, | saw some figures recently in the papers— 
1 am sorry I do not have them now—which gave the breakdown of 
the amount of the defense purchases or procurement program in the 
various States. I have heard representatives from different States, 
either Senators or Members of the House, expressing consMerable 
concern at the manner in which their States were being treated. My 
recollection is that Alabama, while rather low in the figure, did get a 
relatively high figure considering its population and productive capac- 
ity, and so forth, but I did hear some of the Representatives from some 
of the States expressing considerable concern. This may not be 
relevant here, but it is running through my mind, and it is something 
that I think of a great deal. Back in the Second World War, we 
started talking about decentralization as a security matter. Now, 
according to these figures it doesn’t seem we have gone very far 
toward decentralizing, because the big amounts of procurement are 
still coming from those highly centralized industrial areas, and it 
seems to me that this ordnance program about which | have pre- 
viously heard something, it seems to me that the inevitable result of 
that kind of a program is to reemphasize your highly industrialized 
area, and to work against any decentralization. I realize—Il want to 
say this—lI realize that in time of mobilization you have got to take 
the productive capacity where you have it. What I am wondering, 
Mr. Small, if we are sticking to the program which you announced, 
or which you stated to our committee in January when we had the 
hearings on scarce materials, that we were not going to allow the 
building of any new capacity until we had used existing capacity. I 
thought it was a good program, but when I look over some of these 
procurement programs, when I look over some of these certificates 
of convenience and necessity for tax amortization, amortization for 
tax purposes that have been issued, I wonder if we are really sticking 
to that, or if we aren’t simply making the big areas bigger, speaking 
from an industrial standpoint, and neglecting many smaller businesses 
all over this country. 

Mr. Smauvu. Well, Senator, as far as I personally am concerned, I 
could not be more sincere in saying that as far as we can do it in the 
Munitions Board we are not going to put up bricks and mortar where 
there are bricks and mortar with the skills that can do the job. They 
are instances that slip through, because there are hundreds of thou- 
sands of items that go on and you will not watch everything, but on 
the certificates of necessity, the great bulk of those, as you know, are 
not military. They have to do with steel expansion, and so on, so 
the great bulk of those are not at all within our control, and I have 
seen no analysis of it which would give me any indication as to how it 
was working to the detriment of small business. I have no doubt 
they have the figures, but I have not got them. 

Within the services, within our field, the policy is just as clear as 
crystal, and I feel just as strongly about it as I did when I was here 
before. 

Representative Evins. Mr. Chairman, if I may interject a state- 
ment? 

The CHarrMan. Yes. 

Representative Evins. According to the report of the Attorney 
General dated April 30, on page 3 of this report he says that during 
the period of October 30, 1950, to April 6, 1951—and that is right up 
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to date—approximately 8,000 applications for certificates of tax amor- 
tization in the amount of approximately $16 billion have been filed. 
As of March 23, tax amortization certificates were granted covering 
facilities granted at $4,152,564,000. Of the 100 largest manufacturing 
corporgjions in the United States, 42 of these received tax amortiza- 
tion. 

Those figures would seem to indicate that the greater or substantial 
portion of the tax amortization is being given to large manufacturing 
corporations. 

Mr. Smautui. Mr. Congressman, vou will notice the footnote there. 
Out of your $4 billion, $2.8 billion was for steel expansion, $251 million 
for aluminum expansion. The great bulk of those tax amortization 
certificates are for the increased production of resources of our country. 
They do not come under the Department of Defense. That is over 
in the civilian agencies. The great bulk of these things are defense 
supporting, if you like, not direct defense. 

The CuatrrmMan. Going back to these procurement figures, I did 
not have them before me right at the moment, but I do have them 
now, | notice that Alabama, which has approximately 2 percent of 
the population, received about 0.4 percent of procurement contracts 
from July 1, 1950, through January 31, 1951; Georgia got 0.4 percent: 
Tennessee got 0.4 percent; North Carolina got 1 percent; California 
got 18 percent; Illinois, 4 percent; Indiana, 5 percent; Michigan got 
7.7 percent; New Jersey, 4.6 percent; New York, 16.3 percent; Ohio 
6.5 percent. 

Without objection, the tabulation from which | am reading, will 
be inserted in the record at this point. 

(The matter referred to is as follows: 


Value of military prime contract awards, by State—July 1, 1950, through Jan. 31 
1951 ' 
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Value of military prime contract awards, by State—July 1, 1950, through Jan. 31, 
1951 '\—Continued 


{In thousands of dollars] 
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in undetermined amount of obligations for procurement which have not reached the stage of a contractual 
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2 Less than 0.05 percent 


The CHairman. I do not attach too much importance to those 
figures, except it was on the basis of that that I did hear these people 
making the comments that they did. 

However, on this Ordnance directive, or policy, or whatever it is 
that we were talking about, | have heard the complaint made, and it 
seems to me that it was to some extent justified, that the inevitable 
result of that kind of a practice would be to concentrate your orders in 
the areas that are already highly industrialized, highly centralized, 
and to withdraw emphasis from other areas that are less industrialized. 

I will give you a specific example. There is in my own State, and I 
use this as an example, only because I happen to be familiar with it, 
a business concern that makes busses. Well, of course the motor 
center of the United States is Detroit, and I believe that under the 
procurement program the procurement headquarters is there and right- 
fully so. This gentleman in my State has done very well in getting 
orders, but he tells me of the constant fight that he has to break 
something away from the Detroit area. Naturally it is easy to give 
the contracts out right there. It is more difficult to go out away from 
there and give out the order. The same thing applies to many 
other things. I understand we have an Ordnance district in Birming- 
ham, but inasmuch as these orders have to be fed out from the centers, 
the complaint comes to me frequently that we get only the crumbs of 
the orders in the Birmingham Ordnance district. 
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Now, I do not know whether those are justifiable complaints or not, 
but they are complaints that come to us, and if they have given us the 
correct picture, it seems that under that kind of a practice, we are 
reemphasizing the centralization of military production rather than 
following the policy which I have understood we were going to follow 
since World War LI, and that is to put emphasis on decentralization, 
and to utilize existing facilities wherever they are rather than causing 
labor to be transported from the thin area to an area where there is 
already congestion, bringing in problems of housing, transportation, 
plant expansion, all of those problems that are concerned with 
mobilization. 

Mr. SMautu. My understanding, Senator, is that the Ordnance plan 
was designed to accomplish just the reverse; in other words to spread it 
geographically more than otherwise would be done. I am sure Mr. 
Alexander, and Mr. Christmas, or whoever is here, can go into it in 
great detail. It could well be that because of having a specific thing 
located in one spot, the thing you are talking about is occurring, but 
that is not their intention. I am sure their intention is to spread the 
load geographically. There is one method of doing it. The com- 
plaints that come to you are helpful in spotting that and taking 
corrective measures. 

The CuarrMan. Congressman Multer? 

Representative Mutter. Mr. Small, I would like first to ask some 
questions in reference to your prepared statement. I will start on 
the bottom part of page 2 of your statement. 

You savy it is one prepared statistical table covering the award of 
prime contracts to small business. That would of course apply to 
big business, too; it is relatively easy to get those figures together as 
to the prime contracts as well? 

Mr. Smatu. Oh, yes, sir. 

Representative Mutrer. You go on and say it is much more 
difficult to accumulate that information concerning the substantial 
share of munitions work that has gone to small business through sub- 
contracts. Now, that I cannot understand. I would like to have 
you tell us why. Is it not a fact that when a prime contractor deal- 
ing with munitions works subcontracts, he must advise the procure- 
ment agency of who he is subcontracting with, and to what extent? 

Mr. Smauu. No. 

Representative Mutter. What control is there that your classified 
confidential information will remain so? 

Mr. SmMAuv. It is such an enormous statistical load, we would have 
to have an army of clerks to handle the information that would be 
coming in from these people. 

Take a tank, which is a good example. I think the total number 
of subcontractors involved in a tank is something over 3,000. Now, 
who those specific contractors are, to accumulate that all in one place 
for each of the items that we are buying, and we buy, as you well 
know, hundreds of thousands of items, would be an enormous statis- 
tical task. 

Representative Mutrer. But a man who is making tanks and 
using thousands of items will not subcontract for his tanks. Screws, 
bolts, and nuts, he will have that more or less on hand. He builds 
up his inventory as he goes along. He does not subcontract neces- 
sarily. 
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Mr. Smauu. He subcontracts for treads, carburetors, for particular 
portions of the tank. 

Representative Murer. Did we not, during World War IT, insist 
that every prime contractor list his subcontracts and keep the services 
advised who is subcontracting for him, and to what extent? 

Mr. Smauu. The only place that we get that is where the Govern- 
ment has to inspect the material at the source, which they do on the 
basis of the inspector at the individual plant. 

You understand how this thing works, Congressman? You issue 
a prime contract. It fans out to a certain number of subcontractors. 
Each one of those fans out so many times that number of other subs, 
sub-subs, and so on down the contract change until you get way 
down and you never know how many subcontractors are involved in 
the thing. It is way down in the chain where the small machine 
shop makes a small piece that fits in. He is not and necessarily 
frequently would not be at the first tier of subcontractors. 

Representative Mutter. Is any effort being made to gather the 
statistics as to what part of prime contracts on munitions works are 
being subcontracted? 

Mr. Smauu. I mentioned one specifically in the statement, you will 
recall. 

Commander Asuier. We are making checks on a spot basis. 

Representative Murer. You are not doing it on an overall basis? 

Mr. Satu. That is not feasible, completely unfeasible. 

Representative Mutrer. The complaint we got from one end of the 
country to the other as we conducted our hearings was that men who 
had been subcontracting were being told by big prime contractors 
that they were increasing their facilities so that within 3 months, 
6 months, or 9 months, as the case may be in various places where 
different subcontractors told us the story, their facilities would no 
longer be required. What, if anything, is being done to put a stop 
to that, to see that those facilities will be used by these small-business 
men before any prime increases his facilities? 

Mr. SMALL. If it is strictly a munitions item, the prime has to come 
to the individual service with whom he has his contract in order to 
get them to pass upon the case. The department well knows, that is 
the individual departments, the Army, Navy, and Air Force, well 
know they must not approve any such expansion if there is open 
capacity for that gadget elsewhere. We are doing our utmost, I will 
assure you, to stop that trend to avoid our people getting involved in 
that trend. That is fundamental in the thing, fundamental in the 
policy which all of them understand. 

Admiral Ringe. 1 might add, Mr. Multer, there is an interesting 
point there, that in connection with the award of prime contracts, 
contracting officers I think are required to obtain from the prime 
contractor a statement as to whether or not he is going to need 
additional expansion of his own capacity through the certificate of 
necessity method prior to the award of the contract. Has that policy 
been enunciated? 

Commander AsHuLER. Substantially that; yes, sir. 

Admiral Rina. In other words, we are making an effort to point out 
through that method prior to the making of the award. 

Mr. Smatu. And we are trying to strengthen that method. As soon 
as NPA gets set up in the field to pass on these cases, we will be work- 
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ing in concert with them to be sure something like that does not 
happen. 

General McBrian. | might add to that, in the meeting we had with 
General Harrison and his staff just before he left we discussed that at 
quite some length, and General Harrison agreed just as we have always 
felt, that certificates should not be approved if and until a determina- 
tion was made as to whether there was capacity available in small 
businesses that could do that job, and he undertook at that time that 
his field staff, which is now, I understand, well along in the formula- 
tion, will undertake to make such determination before his office 
approves any certificates of necessity. L believe everyone has well in 
mind the very good point you are making. 

Representative Muurer. What bothers me, and I think bothers 
many members of this committee, is we know the policy as you 
gentlemen are telling it to us, as vou have told it to committees 
previously, but one instance that sticks in my mind happened in the 
hearing in New England. A man came in and told us that he bid for 
acertain job. He had the facilities, and another man got the contract. 
He went in and bid for it and said he would have to expand his faeili- 
ties, and he is being given an allowance to expand his facilities at the 
Government’s expense, while the other man did not get the job. We 
asked for a report on that as to just what happened from your office 
and we have not received it yet. 

Mr. Smauu. From my office? 

Representative Muurer. Yes. Your representative was present at 
the hearing, and we asked Major Wharton to get for us a complete 
report on why that kind of thing should happen in the face of these 
directives and the policy you clearly enunciated. 

Mr. SmMaxu. I[t is wrong. 

Representative Mutrer. Now, | am quite familiar with the ex- 
panded set-up in New York by the Air Force exhibit, with prime 
representatives there who could discuss intelligently these various 
things. Is that plan being integrated into the various services, the 
Navy and the Army? 

Mr. SMauu. Yes, sir. 

Representative Mutter. | am very happy about that, because I 
know the experience there was a good one, and I think it will do a lot 
to bring other subcontractors into the field. 

Admiral Rine. If I might add in connection with what Senator 
Sparkman has said, sir, this business of a prime contract with engi- 
neers, drawing, blue prints, models and samples, will be the finest way to 
help a new subcontractor get his first contract. I think it is really a 
good scheme, sir. 

Representative Murer. I think during World War II that the 
services sent a traveling exhibit throughout the country which did 
considerable good. You might consider the feasibility of that way of 
supplementing it. 

Admiral Rinc. In general we feel, Mr. Multer, that on the spot 
demonstration with engineers from the prime contractor and drawings 
and blueprints right there, and bringing the subeontractors into that 
central point will accomplish more than the train which is in a place 
for 2 or 3 days, thousands of people visiting, but it is difficult on that 
basis to get the prime contractor and his engineers into the picture 
which this other plan does, 
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Representative Mutter. That is true, but in the main if the sub- 
contractor can see these items, he may see that he car make it in his 
plant, and yet it would never occur to him that he could make that 
item. 

Mr. SMaAuu. That is right. 

Representative Mutrer. Now, you referred to page 3 to the small- 
business specialists being set up in each procurement office. Generally 
speaking, where will those specialists come from, from what field 
of endeavor? 

Mr. SMauu. They should come from the people who are competent 
manufacturers who are in the small business category. They should 
be people who are completely indoctrinated to give small business the 
proper share of the business. I suggested I think before in the 
testimony that it would be well to ask the individual secretaries when 
they are here specifically how they are implementing the choice of 
these people. It is their people, not ours. They are the ones who 
are choosing. 

Representative Mutter. Does he have the power to make direc- 
tives as to the procurement, or just lay down the policy? 

Mr. SmMaut. Policy only. 

Representative Muurer. Maybe these specialists will not be 
responsible to your board? 

Mr. Smauu. No, sir, under the law they cannot be. They are 
responsible to their service. Under the law, Congress has given that 
to the procurement service. 

Admiral Rine. The Armed Services Procurement Act of 1947 holds 
the Secretary of the Army, Secretary of Navy, and the Secretary of 
the Air Force responsible for procurement. The Munitions Board 
is in the field of procurement policy, but does not, as Mr. Small 
stated in his testimony, either direct the placement of a specific 
contract, nor select the manufacturer who shall get it. That, under 
the law, is a function of the Secretary of the Army, Navy, or Air 
Force, and under each Secretary to the Procurement Secretary, each 
of whom will testify before this joint session. 

Representative \lutrer. | am very happy to note that the pooling 
arrangement has finally begun to take hold. How recently were 
directives issued permitting the pooling of contractors so they can 
bid jointly on contracts? 

Mr. Smautu. The Omaha case was settled a week ago. If you will 
notice the number of departments involved in that thing, Justice, and 
so on, that are involved in it 

Representative Mutrer. I know it was quite a job to get it cor- 
related and integrated. 

Mr. Smauu. It was a tough one, but they have finally worked it 
out, and they can handle it on a case-by-case method judging each 
on its merits. 

Representative Mutrrer. What will be done with reference to those 
various pools that have filed applications for approval to bid? Will 
they be told from here in “‘you will have to submit bids to each 
particular contract, and then your bid will be considered,” or will 
you take those applications, go over them, check them, and tell how 
your pool does come within the rules and regulations under the law, 
and you may bid on any further contracts? 

Just how will it be handled? 








24 SMALL BUSINESS IN MILITARY PROCUREMENT 


Mr. Smatu. The machinery has been set up for handling it, which 
will be within NPA, and will be handled in this field office, case by 
case, and they work in conjunction with our procurement officers, 
who will work the problem out again case by case. 

I know of no other way to handle it. 

Representative Mutter. Probably the question should be directed 
to the NPA representatives. I was trying to find out, case by case, 
do you mean each bid for each contract? 

Mr. Smauu. No; each pool. 

Representative Muurer. Each application for a pool for the right 
to bid? 

Mr. Smatu. That is right. 

Representative Mutter. Now, on page 5 you gave us some inter- 
esting statistics about two different types of contract, underwear and 
combat boots, can you give us a further breakdown by percentages 
of the dollar amounts that went to small business? 

Mr. Sma.t. I don’t have the figures here, but we can get them for 
you, and the Army undoubtedly can give them to you when they 
testify, but we will get them for you also. 

Representative Mutter. Then we will have the breakdown of what 
went to small business by dollars, as well as by number of contracts. 

Mr. Sma. Right. 

Representative Mutter. Now, you referred before in answer to a 
question by Senator Sparkman to not permitting bricks and mortar 
to be amplified and aided beyond the necessity of the moment. 

Does that also apply to your attempt to prevent additional facilities 
being acquired? 

Mr. Smauu. The same policy; ves. 

Representative Murer. Mr. Small, am I right in my recollection 
that you opposed the bill to bring into being the Small Defense 
Plants Corporation? 

Mr. Sma.u. I have not testified on that bill, but we do oppose it; 
yes. 

Representative Mutter. Can you tell us why? 

Mr. SMAuu. Well, it seems to us that the bill as written——— 

Representative Mutter. Without trying to get into the details of 
the bill which may be unfair, I don’t know that you have a copy of 
the bill in front of you, let’s address ourselves to the principle of the 
thing: 

Why should we not set up a small defense corporation similar to the 
one we had in World War II so as to be sure that we channel prime 
contracts and subcontracts to the small-business men who represent 
90 percent of our industry in this country? 

Mr. Smatu. The enactment of a law similar to H. R. 1600 would 
add little to the small-business program already in effect in the 
Department of Defense. 

I point out that the small-business program has still far to go, within 
the Department of Defense, but it is picking up speed and is getting 
somewhere. 

Representative Mutrer. Picking up speed to the extent that some 
24 percent in the first 6 months went to small business—number of 
contracts—and then fell off some 3 percent, and according to the 
testimony we heard, in the last 2 months, it has fallen off even further 


than that. 
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Mr. Sma. Didn’t I give those figures on page 2, a breakdown of 
departmental awards in January bad Elaoh of this year? It indicates 
a trend which we hope will continue. The Air Force awarded 11 per- 
cent of the total procurement in March to small business as against 
10.2in January. The Army awarded 36.3 percent in March as against 
22.4 percent in January; and the Navy awarded 21.5 percent in 
March as compared to 12.5 percent in January. 

Representative Murer. That is in percentage of contracts? 

Mr. Sma. That is in dollars. 

Representative Murer. It is not percentage of contracts? 

Mr. Sma. No. 

Representative Mu.trer. Will you supply us with the percentage of 
contracts, too? 

Mr. Smatu. The percentage of contracts, during the period July 1, 
1950, to February 28, 1951, small business received 67 percent of the 
number of contracts awarded by negotiation, which represents 12 
percent of the dollar value. During February 1951, the small- 
business share of negotiated contracts remained about the same for 
numbers of contracts but increased to 17 percent of the dollar value. 

Representative Mutter. I noted that, but what I would like to 
have is the percentage breakdown that will compare with the prior 
paragraph. 

In other words, how much of the 11 percent in dollars, what per- 
cent is that in Air Force small contracts? Then go on; the percent- 
ages for those months in contracts, and the same for the Navy. 

Mr. Sma.u. I have the totals in dollars, but not by services. We 
can get it for you. 

Representative Murer. If these figures are to be of any use to 
us they must be comparative, and if we are going to take Air Force 
dollars for certain months, we want the contracts for the same months. 

Mr. Smauu. We will get the figures for you. 

Representative Mutter. I interrupted you as you were talking 
about the H. R. 1600, and the principle. 

, I am not concerned so much at the moment about the details of the 
ill. 

Mr. Smaui. The Department of Defense is aware of a need for 
positive programing in Government procurement, and attempting to 
establish such a program on the broadest possible base as expedi- 
tiously as possible. 

To enact legislation at this time might result in the necessity for 
revamping the Department of Defense program which is just getting 
under way, and which will be in effective operation no later than 


July 1. 

The Department of Defense should in our opinion be given an 
opportunity to develop a competent and effective program on a 
voluntary basis. If it is found that additional legislation is needed 
in order to accomplish this objective, I will be the first to recommend 
it. In the meantime, I believe you should continue your present 
policy of following closely our progress in this field. 

The CHarrRMAN. reagan | the procurement figures in the different 
States in the report from the Munitions Board showing the production 
reports from July 1, 1950, through January 31, 1951, a member of our 
staff has added to it a column showing the percentage of population 
of each State. 
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Mr. Smatu. The suggestion has been made that another column 
might be advantageous to you in your thinking; comparison by 
population is one thing, and another column might be the hard goods 
manufacturing, or the total manufacturing, and the percentage of 
that which they have. 

The Cuarrman. Is that available? 

Commander AsHier. Yes; that is available. 

The Cuarrman. I think that would be quite helpful, because I 
wondered about that in my own mind. 

Mr. Evins. Mr. Chairman, in this connection, the hearings which 
have just been concluded at New Orleans, La., indicated that only 
three small contracts had been let in that area, and at the same time 
advertisements were appearing in the local papers—here is one in the 
New Orleans Times-Picayune, Friday, May 4: 

Attention, Product Designers, Mechanical Engineers: The Smith Corp. of 
Milwaukee, Wis., has positions available for qualified men in these fields. Excel- 
lent starting salaries. Overtime premiums. Interviews arranged in Milwaukee 
at our expense, 

In other words, there have been only three contracts in the New 
Orleans area, and industries in the East and North are trying to divert 
and take away from those areas qualified men which will multiply the 
problems which Senator Sparkman has already mentioned. 

The Cuarrman. And of course while they say these “interviews at 
our expense,’’ we know it is really at the Government’s expense. 

Mr. Smaty. The commander has pointed out that the advertiser is 
A. O. Smith, specialists in manufacturing propellers, and I don’t be- 
lieve there is anybody down in New Orleans that has the tools, skill, 
or know-how to manufacture propellers, and A. O. Smith needs people. 

They are trving to get them any way they can get them. I don’t 
think that their advertisement is limited to New Orleans. 

The CaarrMan. Mr. Small, referring very briefly to the view that 
both of our committees have taken, unanimously, | believe, that there 
should be some kind of legislation relating to small business, whether 
we call it smaller defense plants corporation, or whatever it may be, 
| have been rather impressed with the statement that I have heard, I 
believe it was Commander Ashler who made it several times, or it may 
have been Mr. Kelly, about these small business clinics, to the effect 
that the Government in its procurement had no right to show prefer- 
ential treatment to small business simply because it happens to be 
small business. I think that is correct. 

It has occurred to me, as I know it must have to my associates, 
that there ought to be some kind of a right given to show preferential 
treatment to small business, either by classifying a certain type of 
contract that would be given to them, or channeling certain contracts, 
helping them, channeling to them certain materials, many ways in 
which they could be helped. 

In order to do that, we would have to have legislation; wouldn’t we? 

Mr. Smauu. In many ways they are being helped now. 

The CuHarrMan. Yes; | realize that is true. 

Mr. Smatvu. For example, if what you are speaking of, Senator, is 
the granting of a subsidy to small business, I am sure it would require 
legislation. 

The Cuatrman. I don’t know that it would necessarily be granting 
a subsidy to small business. In some instances it might be. During 
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the last war, I think we had some recognition of difference in produc- 
tion costs, but I am thinking of the kind of work that some part of the 
procurement program the Government tried to do in connection with 
a shoe contract, where they tried to break the contract down in sev- 
eral parts and the Comptroller General decided against you and said 
that couldn't be done. 

Undoubtedly that kind of contractual arrangement would be helpful 
to small business. Is there anv hope of being able to overturn that 
ruling of the Comptroller General under the provisions of the Defense 
Production Act of 1950, which was not in effect at the time that other 
case arose? 

Admiral Rine. | am rather familiar both with what happened 
during World War II, Senator, because I was in the procurement 
business for the Department of the Navy then, and am intimately 
familiar with what the Smaller War Plants Corporation tried to do to. 
To me, the base of our problem lies in the authority granted to the 
military departments to negotiate contracts, and quite contrary to 
the belief that negotiations of contracts hurts small business, I am 
first to admit it is hard for them to get in, to start, but once in, I can 
tell you I am convinced, Senator, that we won’t get the Comptroller 
General to change his mind. 

That applies to formally advertised bid contracts. With regard to 
negotiations, on the basis of implementing Secretary Marshall's direc- 
tive spreading the base, procurement officers have the right to broaden 
the base, and of the two or three examples that Mr. Small gave vou, 
that can be multiplied many times as to what vou can do under 
negotiation. The Comptroller General ruled in the New England 
Shoe case, the Givren Shoe & Brockton Shoe Co., here was a broadly 
advertised competitive bid, and the Navy had no right to reward to 
smaller business concerns at a higher price. 

Had the Navy negotiated that contract, the Comptroller General 
would not be in a position to render an opinion, because negotiation 
under broadening the base is possible under the Defense Production 
(ct, is possible under the Armed Services Procurement Act, so if we 
get—which is what we hope we can do—contracting officers to apply 
negotiations properly, we will accomplish a tremendous amount for 
small business in that field 

I am not saying it has been done yet. 

The CHarrmMan. Have you made any comparison as to the results 
you are getting from the cost basis under advertised bids or negotiated 
bids, negotiated contracts? 

Admiral Ring. Certain studies have been made, Senator. I do 
not have the information. In general, it is pretty difficult to compare 
a negotiated procurement entered in today with a bid advertised 
procurement entered into last week, or next week. 

The only fair test would be a simultaneous offering on the same 
procurement from the same people at the same time, because things 
do change. Efforts have been made to develop that information. 

Good negotiation, properly applied, can and will help small business, 
and will result in prices just as good in general, but whether you use 
formal advertisement or whether you use negotiation depends on the 
condition of the market that you find yourself in at the time. 

If there is some very sharp competition, and the proper time of 
market, bid advertisement will probably get you better prices. 
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The Cuatrman. I want to say that I certainly believe that a policy 
can be put into effect that will work, provided we can get the people 
to work at it. That is the big trouble. A man sitting in a procure- 
ment office, after all, is a human being. He has trod one way before, 
and he has gotten by the Comptroller General and he has gotten by 
everybody e se, and he knows if he goes that way again he will be safe. 
He dares not venture off the trodden path. 

Furthermore, he has tried out one business before, and he has done 
a good job, and he has learned the people to contact, and he goes to 
the same people again, and keeps on. 

I saw this happen during the Second World War, and I am sure, or I 
imagine, it is happening in many cases now. One order follows another 
until a person actually gets jammed with his backlog of orders, whereas 
here is another business over here that has never gotten in, that is 
starving to death, and pleas have come to us from literally dozens of 
small businesses that are confronted with closing their doors, discharg- 
ing their employees, breaking up their organization. 

‘Now, when we do that, when we see that done, we must realize that 
we are losing some thing; we are losing a part of our productive 
capacity and a part of our strength in this country, and it ought not be 
allowed to happen if it can possibly be prevented, even if it does re- 
quire a greater effort, and more work. 

Mr. SMA. Going back to your point, Senator, on the policy No. 6, 
the Defense Procurement policy authorizes payment of justifiable price 
differentials in negotiating procurement in the interests of broadening 
the base. They have the right and policy to do it. We are trying to 
educate them to see that they will. It is a matter of continuous, 
constant hammering away. 

Now, this idea of overloading, every contracting officer knows it is 
wrong, because it hurts him, he can’t get deliveries on time. He 
knows that. He has every selfish instinct leading him not to overload, 
but still they do it. 

The CuHarrMan. Of course, he has a temptation to give that order to 
the man that he has been dealing with up to the point where he thinks 
he may not be overloaded even though actually he may be. 

Mr. Sma.u. That is is correct. 

The CHarrman. Mr. Newby of the committee staff has some 
questions he would like to ask. 

Mr. Newsy. I was wondering whether you know of any steps that 
have been taken at the procurement level to examine requisitions 
with the view to directing the procurement of certain items or classes 
of items toward small business? 

Mr. Smauu. Well, the fact that they are doing that at the procure- 
ment level is evident. We just picked out a few instances here to 
show you where they are breaking up the procurement into small lots 
in order to accomplish the same thing, where they are by the increases 

oing on in the different departments, awards are going to small 
yusINess. 

It is evident they are taking those steps. The specifications of it 
can be given by the Secretaries in the individual departments. Those 
will be Seles you. 

Mr. Newsy. In your efforts to get production pools in operation, 
we have heard the complaint that the departments haven’t got to- 
zether about who is going to say first, “‘ Yes, we like this pooling idea 
For instance, a man comes to the Department of Defense with an idea 
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and Defense will say ‘‘You have to get Labor Department clearance 
first.” They go over to the Department of Labor to get the clearance, 
and they will be told there to go back to Defense and get their 
clearance. 

I wonder if any specific routine has been worked out? 

Admiral Rine. The mechanics have been set up, Mr. Newby, and 
they are rather difficult. The way the thing will work will be that 
NPA will request the Department of Justice to clear the pooling 
arrangement from the implications of antitrust. That having been 
done, a letter will be addressed from NPA or DPA, I am not sure 
which—only one case happened, so far, and that came from DPA, 
the Omaha case—which will be sent to the Department of Defense. 

Under the law, the Walsh-Healey Public Contracts Act, an outfit 
must be qualified under section 1 of the act as a manufacturer or a 
regular dealer. Plans are in effect so that a letter from the Secretaries 
of the Army, Navy, and -Air Force—they are the procurement secre- 
taries—to be addressed to the Secretary of Labor, Labor will give a 
blank exemption for clearance of any request recommended by the 
Defense Production Administration to the Department of Justice, 
and cleared by Justice, so that we have a plan so that pooling will be 
approved on a case-by-case basis for the pool, as between DPA and 
Justice, Defense and Army-Navy-Air Force under Defense has a 
blanket arrangement for clearance with the Department of Labor for 
any pool so cleared, so that there will not be the business of an indi- 
vidual pool running from agency to agency. 

First they must satisfy DPA : second, DPA must satisfy Justice, 
but the Walsh-Healey clearance will be a blanket clearance for all 
pools so cleared. 

Mr. Newsy. Can you tell us to what extent during the emergency 
planned producers under the industrial mobilization plan have been 
worked into current production? 

Admiral Rine. We had some figures on that. I don’t have them 
with me. 

Mr. Sma. Can we supply those to you? 

Admiral Rina. I know we can get the figures. 

Representative Mutter. Mr. Small, are you familiar with the 
DPA directive 27 released as of April 23, 19: 51? 

Mr. Smauu. The press release? 

Representative Mutter. Yes; that contains eight recommenda- 
tions of aid to small business. 

Mr. Smauu. Yes; I am familiar with it, Mr. Congressman, and in 
broad outline, we are in complete accord with DPA on the policy, 
which is on the first page, and with regard to the implementation of 
the policy we have differences of opinion on two points only. 

I am not sure that those differences of opinion are substantial. We 
wrote them a letter the other day explaining our position on those two 
points which I would like to read from at this time: 

I am sure that you know the Munitions Board did adopt on March 29, 1951, 
the five small-business policies developed by your procurement policy consultants 
without any change of consequence in language. As a result, your policies are 
the policies of the Department of Defense. The detailed approach to imple- 
mentation that is being worked out by the Munitions Board has met and, in our 
opinion, will meet nearly all of the suggestions contained in that portion of your 
Defense Production Administration document on this subject. It is impossible, 
as I am confident vou realize, to take general statements such as the eight imple- 
mentation paragraphs of your document and forward them as instructions to our 
contracting officers in the exact form as written. 

85230—51———3 
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They are too general. We will have to be more specific with them. 


I have examined the numerous instructions already developed by the Munitions 
Board. I concur that these instructions comply or will comply with the substance 
and spirit of all your implementation directives with two exceptions. I will dis- 
cuss briefly the difference in our views as to your implementation recommenda- 
tions Nos. 6 and 7— 


referring now to two pieces of paper, one the recommendation and the 
other the press release. There are some differences between them. 


These same subjects are referred to in vour press release of April 23, numbered 
implementation recommendations 4 and 5, it should be pointed out that the press 
release paragraph No. 4 deals with subcontracting in general, while paragraph 6 
of the recommendation dealt with subcontracting in the field of small business. 

Paragraph 6 is your recommendation designed— 


talking about paragraph 4 of the press release— 


to accomplish the basic objective of bringing about the maximum amount of sub- 
contracting. These implementation recommendations read as follows: 
‘*Procurement proceedings must be such as to encourage prime contractors to 
bring about the maximum amount of subcontracting with small business concerns.,’” 
You will note on the press release they don’t mention small business concerns. 
We agree with this policy. We recognize that there are many cases where a 
prime contractor should be allowed the same administrative costs and margins 
of profit for subcontracted work as he is allowed for work done in his own plant. 
We believe also that there are cases where such a procedure is not desirable— 


and there are many where this is not desirable, not fair and not 
equitable to the Government. 


Judgment must be exercised in each case. Appropriate instructions will be 
issued, 

This is a major and proper fundamental question between the Munitions 
Board and the Defense Production Administration with respect to your imple- 
mentation recommendation No. 7, numbered 5 in your press release. The three 
departments are not opposed in any way either to broadening the base of their 
procurement, or to paying properly conceived additional amounts as developed 
through negotiation for the purpose of broadening the base. 

In our own defense procurement policy of April 5, 1951, our paragraph 6 pro- 
vides for ‘‘payment of justifiable price differentials in negotiated procurement to 
accomplish objective broadening of the industrial base of supplies. We believe 
that our implementation regulation above quoted gets at the heart of the prob- 
lem with which we are all concerned. It does not take on the aspects of a general 
small-business subsidy. It will not subject us to the possible criticism that we 
have authorized contracting officers to protect all small business concerns against 
any and all mistakes they have made. By holding to the need for broadening 
the base of supplies, we will help small business. We will not be doing what we 
are not authorized to do. 

The wording of vour press release on this subject, departing as it does from the 
recommendation of your policy consultants, and from your own recommendation 
of April 6 is most disturbing. 

The Department of Defense believes that it would be most dangerous to 
categorically authorize payment of price differentials to accomplish such a general 
objective as “‘keeping intact the facilities of small business,’”’ as that might be 
construed as a wide open offer of unlimited subsidy. 

Mr. Mutter. I don’t agree with your conclusion, talking as one 
member of the committee. I am very much concerned about keeping 
intact the facilities of small business as against the day we will need 
them if an all-out war comes forth. If it costs money to do it, I think 
we should spend it. I can’t see the difference between item 6 in the 
defense procurement policy and item 5 as appears in that release. 

Your item 6 of the defense procurement policy of April 5 says: 
payment of justifiable price differentials in negotiated procurement to accomplish 
the objective of broadening the industrial base of suppliers. 
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Now, that is the only thing they added on here to keep intact the 
facilities of small business. 

Mr. Smatu. All small business. They don’t say all, but that is 
inherent in the paragraph. I think we are on sound ground, Mr. 
Congressman, when we broaden the industrial base, and try to take in 
as many as we can, but if we try to assume the obligation of keeping 
intact all of the scores and hundreds and thousands of firms, it is an 
impossible task. 

usetoumtative Mutrer. Which are you going to leave out? 

Mr. Sma. Take in those people we can get in, as many as we can, 

Representative Murer. Doesn’t that mean a man able to supply 
the item? I don’t think DPA meant to keep intact all facilities of all 
small business, regardless of whether they can perform under our 
procurement. They are not going to try to keep a retail merchant 
selling groceries in business for the purpose of making procurements 
for the Armed Forces. 

I don’t think it was intended to do that. 

Mr. Smauu. Paragraph 5 as written in the press release to me opens 
the Pandora’s box of trouble. 

Representative Mutrer. In the press release the word “all’’ does 
not appear. 

Mr. Smauu. Neither is it limited. The word “all’’ does not appear 
in the paragraph, but it is implied. 

Representative Mutrer. If we take out that implication, and assume 
that they mean all small business that has facilities that can fit into 
the program, are you then in agreement? 

Mr. Smauu. That can fit into the program where they have enough 
contracts to give them, and I think we have covered that in our own 
implementation. I don’t think there is any difference in principle. 

Representative Mutter. Am I right that in World War II you 
allowed a differential to small business of up to 15 percent? 

Admiral Ringe. That is correct. 

Representative Mu rer. Is there any move afoot now that limits 
that to 4 percent? 

Mr. Sma. No. 

Representative Mutrer. The information given to us at some of 
the hearing was that there was such a limitation, and I was wondering 
where it came from. 

At the present time the limitation of differential in price to small 
business is 4 percent. 

Admiral Rine. I haven’t heard of such limitation. 

Representative Mutter. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Small, may I clear up this point in my own 
mind? 

Is it your intention that point No. 5, given in the Defense Production 
press release, broadens the base beyond what you think is reasonable 
or safe? 

Mr. Smautu. No; I think paragraph 5, as written in the press release, 
would bring down upon the shoulders of government every small 
business concern that got in trouble for any reason whatever. 

The CuarrMan. That is what I mean. You think it is too in- 
clusive? 

Mr. Smauu. That is right. 

The CuarrMan. In that there is implied that all small business, 
regardiess of nature or type—— 
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Mr. Smauu. That is correct; all or any. 

Mr. McBriayn. Or efficiency. 

The Cuarrman. I don’t want to get into the field of efficiency now. 
I want to see if I understand in your mind that includes all types of 
small business, regardless of whether their line of production could 
be related to the defense effort or not? 

Mr. SMALL. Sure it does. I don’t think—— 

The Cuarrman. It wouldn’t include the corner grocery store? 

Mr. Smatu. I am not talking about dry cleaners and country 
grocery stores. 

The CHarrMAN. You mean productive capacity? 

Mr. Smauu. That is right. 

The CuarrmMan. Now, regardless of the degree of efficiency or how 
good an organization it may have built up, you think that under 
that the burden would fall on the Government to keep it intact; is 
that your point? 

Mr. SMALL. Yes. 

The Cuarrman. The memorandum you just read from to us, was 
that a memorandum or letter addressed to General Harrison? 

Mr. SMALL. It was a letter addressed by General Marshall to 
General Harrison, a letter we prepared. 

The CuatrMan. Let me ask, for the benefit of the record at this 
point, if this is not true: that General Marshall, while charged under 
the law with the responsibility, has delegated to you, has he not, the 
job of actually handling small-business matters? 

Mr. Sma. Yes. 

The CuatrMan. The procurement policy, which was announced in 
that press release of April 23, is in effect ; is it not? 

Mr. Smauu. Talking about our policy? 

Yes; they are practically synonymous: 

Admiral Ringe. That is contained on the first page of that four- 
page press release. 

The Cuatrman. The point I am trying to get in my mind now, 
if your point relating to payment of price differential is different from 
that announced by the Defense Production Administration, which 
one is in effect? 

Mr. Smauu. The policy to find and to put to use the productive 
facilities of small firms. The policy is the same. 

The CHarrMan. Yes; but spelling it out? 

Mr. SMALL. Spelling it out in implementation, we say the wording 
in paragraph 5 is too broad for us to give to our contracting officers, 
and believe it should be revised. 

Admiral Rina. If you will read that press release carefully, General 
Harrison enunciated as policy only down to the bottom of the first 
yage. The last sentence, the last two lines, are simply General 
elon 's statement of recommendations, and they were not enun- 
ciated as policy, so General Marshall has commented on recommenda- 
tions, and not on policy; we are in agreement. 

The Cuairman. The policy goes down through the four items 
mentioned in the press release, then there are these words: 
to carry out the procurement policy Mr. Harrison said the two DPA committees 
have recommended the following eight specific steps. 

Now, those are steps, or recommendations, and they are not 
actually in effect; is that right? 
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Mr. McBrian. They are in effect. The only question is to the 
extent to which No. 5 is in effeet, which is what we have been talking 
about. 

The Cuarrman. I am anxious to clear in my mind; is No. 5 in 
effect. 

Mr. Satu. As written here; no, sir. 

The CuatrmMan. That was recommended by the Defense Produc- 
tion Authority; is that right? 

Mr. Sma... That is right. 

Admiral Rina. It was recommended by two groups of DPA, 
says General Harrison, and was not recommended by him or enun- 
ciated by him as policy. 

The Cuatrman. Recommended by two DPA committees. 

Admiral Rina. Yes. 

The Cuarrman. Now, were you participating? 

Admiral Rive. I certainly was, sir. 

The Cuatrman. Well, I still don’t understand: Is this binding; is 
this No. 5 binding on anybody? 

Admiral Rive. No, sir. 

The CuHarrman. Are the others, Nos. 1, 2, 3, and 4? Are they 
binding? 

Admiral Ring. No, sir; except as the Department of Defense has 
by collateral action put out in its own policy things which do precisely 
what General Harrison’s committees have recommended, and with the 
exception of No. 5, and I think Mr. Small mentioned a difference in 
connection with the earlier one, No. 4, the Department of Defense 
has put out policy enunciation which handle 1, 2, 3, 6, 7, and 8 of 
those recommendations. 

Mr. McBrian. And we have also No. 5 to this extent; and this is 
quoting now from the Department of Defense policy: 

Payment of justifiable price differentials in negotiated procurements to accome 
plish the objectives of broadening the industrial base of suppliers. 

That is not quite so broad in our mind, as No. 5 in General Harrison’s 
ress release, but we think it probably accomplishes what General 
larrison really intended. We don’t believe he really intended the 

policy to be as broad as No. 5 could be construed to be. 

The CHatrman. Who has the authority in this case? In other 
words, let’s just suppose for the benefit of argument that a real 
opinion in difference developed between the Defense Department and 
the Defense Production Authority as to the proper implementation 
of that policy, particularly with reference to No. 5 of the recom- 
mendations. 

Who would have the right to say which one should prevail? 

In other words, who has the authority over procurement? 

Mr. Smauu. That is a $64 question. 

The CuatrMan. I thought it was pretty clear in the law, and if it 
isn’t, I think we ought to make it so. 

Mr. Smauu. Well, you have in that particular point an enunciation 
or recommendation which may not be completely down the alley 
with existing law. Now, who decides that? I presume that under 
the law Mr. Wilson would decide it, and the Congress would then say 
whether they objected or not to the decision. Our feeling is that the 
policy as written goes beyond the existing law. 
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The Cuarrman. Of course, if that were true, I suppose you even- 
tually would get a decision from the Comptroller General. 

Mr. Smauu. That is right. 

The Cuarrman. Or perhaps prior to that time the Attorney General. 

Admiral Rine. In the New England Shoe cases we have that, 
insofar as formal advertisement and competitive bid are concerned, 
we have the Comptroller General’s decision which has not yet been 
overturned. 

The CuarrmMan. And of course that was prior to the Defense 
Production Act of 1950? 

Mr. Smauu. That is correct. 

Admiral Ring. That is correct, sir. 

The Cuarrman. And it also related, as‘you so clearly pointed out, 
to advertised bids? 

Admiral Rina. Yes. 

The Cuarrman. Where you advertised that your contract would 
be given to the lowest bidder. In effect, that was it; wasn’t 1t? 

; Admiral Rive. That is a part of the terms under which the bid is 
et, sir. 

The Cwatrman. So there you really have a different set of facts on 
which a decision most likely rested. 

Admiral Rina. Yes. 

The Cuairman. But I am thinking about the possible conflict here 
between the National Defense Production Authority, and the Defense 
Department over this particular recommendation. I am not anti- 
cipating you will have any great difficulty in working it out. I did 
have in mind what would happen if we had the irresistible coming 
against the immovable, but that has not been resolved yet. The 
letter that you read us is the latest on it. 

Mr. SMALL. That is right; yes. 

Mr. McBriay. I really think we are probably just about in accord, 
if not entirely. 

The CuarrmMan. Well, to be perfectly frank with you, it seemed to 
me that the difference might be largely one of interpretation, or a tech- 
nical difference. I am not so sure that that would be the proper word, 
but perhaps getting a definite and clear understanding as to just what 
is meant by the wording. 

Mr. Smauu. We are endeavoring to work that out. 

The CuarrMan. Is there anything further? 

Representative Evins. Mr. Chairman, I would like to suggest that 
a summary and digest of the complaints heard by the House Small 
Business Committee during its recent series of field hearings be in- 
cluded in the record at this point. 

The Cuarrman. I think that would be very helpful. Without 
objection, that may be done. 

(The material is as follows:) 


CURRENT PROCUREMENT PROBLEMS OF SMALL BUSINESS 


The field hearings conducted by Subcommittee No. 1 have shown beyond 
question that the small-business man is experiencing considerable difficulty in 
operating under the present procurement policies of the military departments. 

In general, the testimony discloses that: 

1. The small-business man is experiencing difficulty in obtaining adequate 
information regarding military procurements. The change-over to contract 
negotiation, rather than public advertisement of bids, has increased this problem, 
as has the decision not to publish the quantity and dollar value of contract awards. 
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Witnesses in some parts of the country, particularly on the west coast, have 
complained that there is no way for them to obtain adequate information regarding 
procurement unless they make expensive trips to the Kast. 

2. Many small-business men have experienced difficulty in obtaining bid 
invitations. A number of witnesses have testified that, when they do receive 
invitations, specifications and drawings are not included or are not adequate. 
Many have complained that they receive invitations too late to make bids, or 
that by the time they obtain specifications it is too late to bid. 

3. There has been a failure to utilize small-business facilities adequately in the 
mobilization effort. A number of small-business men have reported that thev 
have gone through all the procedures recommended by the various procurement 
agencies to obtain contracts without receiving any invitations to bid or to nego- 
tiate. One businessman reported that he had spent 167 man-days in this effort, 
with no results. 

Testimony indicates that some large firms are expanding their facilities, while 
small firms have the same kind of facilities and equipment lying idle. One 
businessman reported that he had received several subcontracts from a large 
firm, with the understanding that the large firm would take over the work as 
soon as it had obtained additional equipment. Obviously, this involves the use 
of manpower and scarce materials to duplicate machine tools which already are 
available in the plants of small firms. 

An example of the difficulties small-business firms are experiencing in fitting 
themselves into the mobilization effort is provided by the New Orleans Chamber 
of Commerce Defense Production Council. This group has made a detailed 
inventory of the facilities of more than 50 small manufacturing plants in the 
New Orleans area, which are operating at only 65 percent of one-shift capacity. 
Although the council has spent 3 months in a concerted effort to obtain contracts 
for small-business firms in the area, the net result has been the obtaining of only 
three small contracts. 

There also has been testimony to the effect that the production allocation 
program, under which manufacturers sign up with various procurement offices 
for utilization in the event of all-out mobilization, has not been correlated closelv 
enough with the current procurement program. Companies whose facilities would 
be urgently needed in the event of all-out mobilization are facing extinction now 
because they are not being utilized in the current program. 

4. The committee has received complaints that contract awards are being 
handled in ways which discourage small-business participation. Specific com- 
plaints have been received to the effect that contracts are not broken down into 
small enough lots to enable small business to bid, and that the provision allowing 
firms to bid on any part of a contract does not work out in practice. The slowness 
of Government payments also has worked hardships on small firms, which do not 
have the working capital to allow them to wait months for money owed them for 
performance of a contract. There also have been complaints that the Govern- 
ment has delayed several months in awarding a contract after the bids have been 
opened. This means that a bid may be submitted when costs were considerably 
lower than they were at the time the contract actually was awarded, and the 
successful bidder may take a loss on the contract as a result. 

There also is evidence to indicate that the use of contract negotiation is narrow- 
ing the base of procurement, rather than broadening it. Small-business men 
have complained that under negotiated procedures they are unable to learn 
what items are being procured. This problem will be alleviated by the recent 
decision of the Munitions Board to publish notices of prospective negotiations. 
However, it appears that there has been a tendency for negotiations to be con- 
ducted with established suppliers, to the exclusion of small-business firms which 
have not dealt previously with the Government. Under the advertised-bid 
system, such firms had a chance to compete for Government business. It appears 
that this opportunity has been decreased by the change-over to negotiation. Of 
the total dollar value of Army procurement actions during March 1951, only 4.7 
percent were handled through advertised bids, and the rest through negotiation. 

An excellent summary of the current difficulties of small business is provided 
in the Attorney General’s second report under section 708 (e) of the Defense 
Production Act, issued April 30. 

The Attorney General states that ‘‘we have not as yet made adequate use of 
all our business resources, small as well as large; in defense production,” and 
that as a result, ‘‘the base of our industrial mobilization program is being restricted 
and we are not taking full advantage of our opportunity for industrial growth.” 
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The report points out that during the 6 months from July through December 
1950, small business received 21.3 percent of the total dollar volume of military 
contracts. (This compares with 24.5 percent for the fiscal year ending June 30, 
1950.) Figures for 1951 are available only for Army procurement actions. 
They show that 22.4 percent of the dollar value of Army contracts went to small 
business in January 1951, and 27.6 percent in February 1951, as compared with 
34 percent for the last 6 months of 1950. (The March report of Army procure- 
ment actions, which is not included in the Attorney General’s reports, shows an 
increase to 36.3 percent of the dollar value going to small business.) 

The Attorney General’s report states that procurement statistics “disclose 
deficiencies in Government procurement which can be corrected only by the 
introduction into our mobilization program of the essential element of over-all 
central planning. * - 

The report points out that channeling contracts to large producers results in 
an “accompanying distortion * * * inthe grant of allocations, priorities, tax 
amortization certificates and other Government assistance.’””’ In other words, 
when small business loses out in Government procurement, it also loses out all 
down the line. As an example of this, the report points out that 42 of the 100 
largest manufacturing corporations in the United States have received approxi- 
mately half of the total dollar value of tax amortization certificates granted thus 
far. 

The report states that the esesntial objectives of procurement planning are as 
follows: 

1. The contracts which are let during the accelerating period of military build- 
up must be spread in such manner that all sizes of business may participate. 

2. We must know the capabilities of the businesses which constitute our existing 
and potential industrial capacity so that we may take appropriate action to insure 
that those businesses not now engaged in defense production will continue undi- 
minished in strength until they are needed in a period of greater industrial 
mobilization. 

Both of these objectives are contained in the bills for establishment of a Small 
Defense Plants Corporation. 

Some of the suggestions made by small-business men at the field hearings in- 
clude the following: 

1. A Small Defense Plants Corporation should be established. 

2. A certain percentage of defense contracts should be allocated to small 
business. 

3. Small businesses should be allowed a certain price differential to keep 
their facilities in operation. 

4. Information on Government procurement should be more adequate, 
and more easily obtainable. 

5. Bid invitations should be sent out on time, and drawings and specifica- 
tions should be included. Specifications should be brought up to date. 

6. Action should be taken to bring new suppliers into the picture for con- 
tract negotiation. 

7. Small-business facilities should be utilized before large firms are allowed 
to expand their facilities. 

8. Regional procurement offices, with authority to let and interpret con- 
tracts, should be established. 

Attached are summaries of a number of specific cases brought to the attention 
of Subcommittee No. 1 during the field hearings: 


SUMMARY OF TESTIMONY-—INFORMATION ON PROCUREMENT 


A. D. Paola, Sandart Venetian Blind Corp., Atlanta, Ga. 

Believes primary problem of small-business men is to obtain proper procurement 
information. Stated that there does not seem to be any central procurement 
information available, no coordinating agency that will give them the picture on 
the whole situation with regard to procurement. 


A. C. Banker, Steplik Products Co., Atlanta, Ga. (makers of aluminum ladders) 
“You don’t know what is being let. You don’t know what they want or why, 

and you don’t know what price they are paying for it—the fact of the matter is, 

you don’t know anything about it.” 

Donald RB. Kirby, California State Builders Exchange, San Francisco, Calif. 


Quantity of units and dollar volume of awards are omitted in recent publica- 
tions issued by the Department of Commerce. Lack of such information renders 
the entire publication useless. 
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C. A. Rogers, Oceanside Junior Chamber of Commerce, Oceanside, Calif. 


The synopsis of contract awards does not provide enough information to enable 
electronics manufacturers to know whether electronics equipment is involved in 
the award. 


T. B. Hickox, Luseaux Laboratories, Inc., Gardena, Calif. (manufacturers sanitizing 
agents and detergents) 

He asked for specifications on invitation for 25,000 gallons of sterilizing com- 
pound. Procurement office was in Brooklyn. Specifications referred to cire lars, 
rulings, and standards recommended by manufacturing associations. Obtaining 
information regarding these, required contacts with Washington and New York. 
Bids were closed before sufficient information was obtained to make a bid possible. 


Ken Moelter, Manufacturers division, Oakland Chamber of Commerce, Oakland, Calif. 
Reference copies of all bids should be filed at one central office such as Depart- 
ment of Commerce, in which manufacturers could check specifications without 
taking 7 to 10 days to get information. 
Lack of information on dollar volume of contracts eliminates subcontractors 
contacting prime contractors, 


Ben F. Moomaw, Chamber of Commerce, Roanoke, Va. 


Why not permit chambers of commerce to make a selective list of manufacturers 
to receive directly information on bids, This would eliminate delays. 


Roy Seagraves, Industrial Information Service, Burlingame, Calif. 

Synopsis of contract award information is so limited in description, it is difficult 
for small producers to determine what prime contractors have been awarded 
contracts. There is no feasible method for bringing small producers in touch 
with prime contractors. 


S. N. Field, Custom Plastics, Atlanta, Ga. 

He has been unable to secure any information as to proper procedure in securing 
defense subcontracts. He has tried to get subcontracts; wrote 30 different air- 
plane manufacturers but has yet to receive the “‘courtesy of an answer.” 


Roy Seagraves, Industrial Information Service, Burlingame, Calif. 

There is confusion and misinformation on procurement in the minds of small- 
business men. They need a central clearing agency where small producers can 
obtain this information and learn of prime contractors. An agency should be set 
up with regional offices to bring together prime contractors and subcontractors. 
Small-business firms should register names, facilities, and items they can produce. 


SUMMARY OF TESTIMONY-——BID INVITATIONS 


J. F. McKay, Pascoe Steel & Construction Co., Pomona, Calif. 

He sent forms to Wright Field in September 1950, in order to be placed on 
bidders list for prefabricated buildings. To date, he has never received one 
unsolicited invitation from the Air Force. 

W. T. Gossard, Thyco Electric Co., Alhambra, Calif. (makes electric plugs and cords) 

He filled in forms 6 months ago to be placed on a bidders’ list at Wright Field, 
but has not received any copies of invitations. 

Meyer Sherman, American Specialty Co., Los Angeles, Calif. 

He does not receive invitations in time to make bids. On several occasions, 
invitation was received on the same day bids were scheduled to be opened. They 
have received ecards from armed-service medical-procurement agencies and 
Ordnance stating that copies of invitations are not available. 

Christopher Hammond, Sr., Steel Products Co., Inc., Savannah, Ga. 

He endeavored to get invitations to bid from the Army Air Force at. Wright 
Field, but received no invitations even though his company made half a dozen 
trips there. 

A. C. Banker, Steplik Products Co. (makers of aluminum ladders) 

He has been unable to secure information on bids. He used official guide 
How To Do Business With the Government, and sent out 250 brochures to every 
buying organization listed in the guide. Invitation was received, but they could 
not furnish prints so his company was unable to bid. 
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George G. Pagonis, Orthon Corp., Paterson, N. J. 

He has carried out instructions of various Government procurement agencies by 
submitting facility report, classification clearance, and have been placed on 
approved bidders list and still cannot receive invitations to bid. 


Harry Freud, Heller Candy Co., Inc., Paterson, N. J. 

Procurement center for candy for Army is United States Quartermaster in 
Chicago. He thinks smaller firms located outside Chicago area should have the 
same opportunity to bid and on the same basis as Chicago local firms. Have not 
had a reply to request to be put on bidders list. 


L. A. L, Jones, American Steel & Iron Works, Inc., Denver, Colo. 

Company heard about a bid from the Navy Department through one of their 
suppliers and contacted Navy Department for specifications, but received no 
response. His company wired again for specifications but Navy Department 
failed to comply. On third contact with Navy, his company received a copy of 
the bid but no drawings 5 days before the bid was opened. Two days later the 
drawings arrived but with only 3 days remaining in which to get their bid to 
Washington. It was impossible to meet deadline. 


Maz C. Wieluns, S. Wieluns & Son, Inc., Paterson, N. J. 

This company has attempted to obtain defense orders by registering with New 
York Quartermaster and Army and Navy Procurement and the Air Matériel 
Command at Wright Field, Dayton, Ohio. Plant facilities have been surveyed 
and listed. Up to the present time, the company has not had the opportunity 
to bid or negotiate on any defense contracts. 


A. R. Wyngarden, Color Craft Co., Indianapolis, Ind. 

Government procurement agencies advise his company that due to their not 
having enough prints to supply all requests or due to insufficient time from invita- 
tion to bid opening time to enable them to submit their bids, their request for 
bid forms was being refused. More time should be allowed between the time bids 
are sent out and returned, His company was on list to receive information on 
bids for 2 months yet he did not receive invitation to bid until Monday and the 
deadline was Tuesday noon. 


S. N. Field, Custom Plastics, Atlanta, Ga. 

Their difficulty has been that the time to submit bids is too short. By the 
time they get the information from the local department of commerce and write 
for it and get a bid, ‘“‘we find that we only have from 3 to 5 days to turn out 
the information required.” 


John M. Karr, Karr Manufacturing Co., Palo Alto, Calif. 

Too little time between invitation to bid and deadline. Discriminates against 
Western industry and small manufacturers without personnel to process invita- 
tions quickly. 

Donald V. Doub, chief engineer, Pacific Gas & Electric Co., San Francisco, Calif. 

Time lag between issuing invitations in Washington and dissemination in San 
Francisco area. Does not allow sufficient time to prepare the necessary informa- 
tion. Bidders near Washington or with representatives in Washington get first 
consideration. 


Rolle C. Rand, Colorado Development Council 
There is not sufficient time between the opening date and closing date to find 
out the cost of production. 


Thomas K. Hillard, Swan Hill Manufacturing Co., Pleasanton, Calif. 

Plant is being closed down after 5 years in business. They cannot get defense 
work because invitations are not received in sufficient time to return bids. Invi- 
tation to bid on electric harness equipment received with only 7 or 8 days to submit 
bid. Five major harnesses were involved with 30 components in each. 


Wesley Dyer, Metal Products Co., Nashville, Tenn. 

He has to pass up bids in his line because of insufficient time to prepare bids 
before the deadline. Invitation to bid is usually received about 6 days after 
issuance, leaving 6 days to prepare bid and get it in. This leaves only 4 or 5 
days to work on it. It is necessary to mail inquiries on subcontract items. Staff 
of 30 to 40 engineers is necessary to prepare bid in that time, and they do not 
have that staff. He suggests lead time of at least 30 days. 


a iets masineed. 





=) A ra a he 





Le 8 A AMR, 


Geile xiani< 


had’ 





st Rn tl Nini: hae 


Sealife RE neste. 


SMALL BUSINESS IN MILITARY PROCUREMENT 39 


SUMMARY OF TESTIMONY-—SPECIFICATIONS 


J. F. McKay, Pasco Steel & Construction Co., Pamona, Calif. 

Company applied to Air Force November 2 for invitation No. 934. Thev 
received invitation 12 days later, without drawings. Bid was to be opened 6 
days later, so they had no time to apply for drawings. Contract was awarded 
to subsidiary of Lockheed. They received Air Force invitation No. 978, but no 
drawings. They received invitation No. 2150, issued by Ordnance Tank and 
Automotive Center, Detroit, Mich., but no drawings. 


T. A. Mott, Jr., Dennison Machine Tool Do., Inc., Raleigh, N. C. 

They have received requests for bids which did not contain the blueprints. 
“Usually they put in a slip of paper saying the information will be obtainable at 
Philadelphia. Little business cannot afford to have someone in Philadelphia.”’ 


George G. Pagonis, Orthon Corp., Paterson, N. J. 
He has been unable to get specifications, so there is no way of knowing material, 
labor, and other costs involved in the manufacture of the product. 


Robert Bliss, Jr., Bliss Steel Products, Syracuse, N. Y. 

They have been unable to obtain drawings along with bid invitations. In 
several instances, only specification numbers were given. By the time the 
numbers were explained, it was too late to bid. 


Nobel Gowing, Otto K. Olesen Co., Los Angeles, Calif. 

Company received invitation from Wright Field on March 19, immediately 
telegraphed for specifications. They have not received specifications as yet 
(April 5), although the bid deadline was April 10. 


William McLain, Kusan, Inc., Nashville, Tenn. (molders of plastic materials) 

On a Navy job, he did not get specifications and called Washington. Only one 
man in the entire office knew anything about them and he was on vacation. 
He did not get that contract. 

On another job, suggested a change in specifications, making in three parts 
instead of four with a saving of from 25 to 50 percent in cost. Washington’s 
reply was that there was not time to change the specifications. His engineer 
could make the change on the drawing board in 5 minutes. Objects to this kind 
of Government waste of money and material. 


Jack Davies, Avalon Products, Los Angeles, Calif. 

Government specifications are old. “Some of the things we are bidding on now 
were drawn up before the Second World War and there have been revisions and 
amendments, copies of which are not readily available. Drawings practically 
never were with the invitation to bid. * * * For that reason your bid is 
often filled with a lot of guesswork which is dangerous, and usually you end up 
not taking the chance.”’ 

A contract was received for 700 coffee tables for Army. They had to send 
samples of every material used to Philadelphia to be tested and had to halt pro- 
duction for a month, because they were not informed of this requirement until 
the day they were scheduled to begin production. A month later, samples still 
had not been tested, so Army said to go ahead anyway. 

Government specifications demand five-ply plywood for desks. All commercial 
desk manufacturers now use three-ply. Government pays a premium for five-ply 
and receives no better product. 


Walter C. Roberts, Glenwood Manufacturing Co., Burbank, Calif. 


His company has developed a formed plywood product as a substitute for 
aluminum airplane wings and for other military uses. Specifications do not cover 
the produet, since it is new. Procedure of changing specifications is too time- 
consuming. 


D. D. Barricklow, G-B Corp., Lynwood, Calif. (manufacturer Sta-Clean products) 
Each branch of service has a different method of procuring. ‘Some depart- 

ments are not permitted to purchase because the item is not approved by some 

centralized depot in the Midwest or East.” 

Ralph E. Bevard, American Production & Grinding Corp., Syracuse, N. Y. 


It is difficult to interpret Government specifications regarding engineering, 
finishing, and shipping requirements. 
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SUMMARY OF TESTIMONY-——INABILITY TO SECURE CONTRACTS 


Ralph E. Bevard, American Production & Grinding Corp., Syracuse, N. Y. 

Almost all subcontracts he is attempting to obtain are of a temporary nature, 
since prime contractors are buying equipment to manufacture these parts in 
their own plants eventually. This causes double cost for tooling up and wastes 
materials. A local concern has on order 300 machine tools, Government-financed. 
At the same time, machine tools are lying idle in small facilities. 


Henry N. Stam, Paterson Area Full Employment Council 

He recommends utilization of existing facilities of small business through 
subcontracting before any company can get a certificate of necessity to expand 
its facilities. 

Sidney J. Newman, Newman Bros., Inc., Cincinnati, Ohio 

The company has taken steps to obtain defense contracts. They have placed 
their name on bid list and personally contacted information outlets, local pro- 
curement offices, and prime contractors. Small business cannot survive the 
period of time it takes for defense subcontracts to filter down to them from the 
prime contractors. Even a substantial contract at the present time would be 
too late becatse labor force would have to be laid off in the interim wait for 
materials. 

He suggests that legislation be passed making it ‘mandatory for the Govern- 
ment purchasing agencies to place negotiated orders with the thousands of small 
contractors before awarding certificates of necessity to large contractors to 
expand their facilities. He recommends that there be a Government-financed 
lend-lease program for the procurement of expensive special equipment required 
for defense orders. 

Richard M. Oddie, Bank of America, San Francisco, Calif. 

One of his managers said: “‘The general opinion among manufacturers is that 
Government contracts are channeled to large manufacturers and small-business 
men are not getting their share, nor are being given an opportunity to bid.” 


F. B. Muller, California Steel & Construction Co., Los Angeles, Calif. 

They have cut employees down from 32 to 9 and have only 20 days’ work left 
for them to do. They have been promised subcontracts at first of next year, 
but can’t stay in business that long because of inability to obtain materials for 
civilian work. 

George D. Reish, Reish Products Inc., South Bend, Ind. 

He started calling on various Government procurement agencies—Quarter- 
master, Munitions Board, arsenals, Navy and Air Force, etc.~-in his area. Until 
the time of testimony he had spent 167 man-days in attempts to gain some 
business from some of these various procurement agencies. No contracts were 
obtained. 


W. H. Jarrett, Sr. and W. H. Jarrett, Jr., of Gasoline Equipment Manufacturing 
Co., Indianapolis, Ind. 

His company was advised by Mr. John F. Skillman, Department of Commerce, 
that Government contracts have not started to flow down to subcontractors. 
They have surveyed and contacted every procurement agency, air base, and 
ordnance department, and are also using information taken from the weekly 
Government synopsis in their locality. Result: There are few replies and they 
inform that the contract or subcontract has been let, or that there are no more 
specifications left, except for a few minor items. 

D. R. Kennedy, Kennedy & Borden Machine Co. 

Aircraft subcontracting on the west coast is a closed program. He did air- 
craft subcontracting during the last war, but is now unable to get subcontracting 
on aircraft. Aircraft manufacturers on the west coast will let subcontracts only 
within 300-mile radius from the plant. 

Paul F. Gilbert, Salinas, Calif. ‘ 

The company tried to get subcontracts from prime contractors but were told 
that they were too small to deal with until the war program gets into a larger 
scale. 
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George Deeb, Jr., Precision Ring Co., Indianapolis, Ind. 

His company contacted all available ordnance depots and arsenals in his area 
offering their services. They followed up these contacts three times, but ac- 
complished nothing, except the receipt of an inquiry for current information 60 
days after he had already submitted a catalog and current data. 


Harry Schwartz, Lincoln Metal Products Corp., Brooklyn. N. Y. 

Has one man on the road contacting the various arsenals and procurement 
offices throughout the East and Midwest. Has put several bids in figuring to 
get contracts, but so far he has been awarded contracts that would take up less 
than 3 percent of his capacity. 

Robert W. Gilbert, attorney, A. F. of L., Central Labor Council, Los Angeles, Calif. 

They are hearing many reports that employees of small-business firms are 
losing their jobs or going on part-time work because of inability of employers to 
obtain scarce materials or contracts. 


Charles B. Phillips, Phillips Pattern & Manufacturing Co., Bell, Calif. 

Could change over to DO orders in a few days but have been unable to obtain 
orders. They can’t stay in civilian business because of inability to obtain 
materials, 

P. H. Hammond, chairman, Steel Procurement Committee, Pacific Gas Association 

Represents about 45 companies who produce gas heating equipment. They 
have actively solicited defense jobs with only “limited success,” 

Robert J. Walsh, Essick Manufacturing Co., Rose Mead, Calif. 

They obtained a fair number of defense contracts in 1949 and 1950 for con- 
struction equipment. After Korea, they prepared a brochure and mailed to 
197 procurement agencies. In September 1950, a visit was made to major pro- 
curement offices buying construction equipment. Since then, they have had 
relatively little opportunity to bid. ‘‘We have done everything we possibly 
can that we know of and we still are unsuccessful.” 


C. A. Rogers, Oceanside Junior Chamber of Commerce, Oceanside, Calif. 

They have registered more than 1,000 persons who have experience in assembly 
of electrical component parts. They have space and working capital. They 
have prepared brochures and filed them with the proper governmental agencies. 
They have incorporated a group of small-business men who can combine their 
facilities to do complete machine-shop work for the Air Force. Brochures were 
sent to all procurement offices 6 months ago, but they have not received any 
invitations to bid. ‘‘We can start production tomorrow. We don’t have to 
wait to toolup. * * * We have everything but the contracts,” 


A. R. Van Wyngarden, Color Craft Co., Indianapolis, Ind. 

His company has done everything possible to obtain DO orders; sent soliciting 
letters to 493 companies who require metal-spinning work, made direct calls on 
procurement departments of various Government agencies (Air Force, Signal 
Corps, Army Ordnance, Quartermaster Department, and Army Engineers) 
requesting to be placed on their procurement mailing lists to receive invitations to 
bid; made personal contact on local plants which might have subcontract work. 
His company uses the Daily Synopsis of Bid Information and requests bid and 
specification information on items being purchased which they could manufac- 
ture. They also follow up Department of Commerce contract award information 
and contact prime contractors for subcontracts. The net results of above: 
some experimental work for jobs, and one contract with the Navy Ordnance, 
totaling approximately $50,000. 


Milo C. Caughrean, engineer, Seattle, Wash. 

He has been trying to get contracts with no success. He heard about a bid 
for 59 sleds for $56,585 and found they were advertised October 29. About 
March 15, he got the bid number. Some officials said it had not been advertised. 
He wrote to Chief of Ordnance in Washington, who referred him to the Detroit 
Arsenal, but he received no reply on the bid. 











42 SMALL BUSINESS IN MILITARY PROCUREMENT 


SUMMARY OF TESTIMONY-——-NEGOTIATION OF CONTRACTS 


George Deeb, Jr., Precision Piston Ring Co., Indianapolis, Ind. 

His company does not have the personnel to maintain constant contacts at 
various points where contract negotiations are made, therefore, his company is 
not properly represented for Government procurement. 


Nobel B. Gowing, Otto K. Olesen Co., Los Angeles, Calif. 

His somspen y has obtained some military contracts during past 3 years on a 
public-bid basis. “Our analysis of procurement problems under the negotiation 
set-up leads us to the conclusion that we cannot afford to secure business from 
the armed services. Personal contact with the many procurement agencies 
throughout the country must be carried on to the end that these agencies will 
invite proposals from us. The cost of such contracts would be prohibitive 
* * *. We have no way of knowing what is being procured so that we may 
request from the various agencies the opportunity to present proposals * * *. 
When it comes to common, practical on-the-shelf items, we can’t see the justifi- 
cation for a negotiated basis, because it does preclude certain people from bidding 
on it, who may be better qualified than those called in.” 


O. H. Davison, O. H. Davison & Co., San Francisco, Calif. 

There has been a consistent falling-off in the small-business share of defense 
contracts. Small business will be squeezed out if negotiation continues. What 
can be done about this? 


J. F. McKay, Pascoe Steel Co., Pomona, Calif. 

Procurement offices are offering small-business firms opportunity to negotiate 
by merely taking bidders’ lists and rotating them, so that each person on the list 
has a turn to bid. However, this sometimes works out so that when a company 
does receive an invitation, it is for an item which it cannot make. Then the 
company goes back to the bottom of the list, even though it has been given no 
Teal opportunity to participate. He reported that 32 bidders made bids quoting 
‘‘very reasonable’’ prices for Air Force invitation No. 978, but the invitation was 
canceled and the contract was negotiated. 


Lester D. Lawson, Lester D: Lawson & Co. (wholesale business), Long Beach, Calif: 


Contract negotiation is fair so long as known so’.rces of supply are approached 
for negotiation, and so long as adequate publicity is given to negotiated awards. 


Harry Freud, Heller Candy Co., Paterson, N. J. 

During World War II and up until the end of 1950, his company supplied 
the Armed Forces with large quantities of hard candy, as the successful bidder 
on a number of contracts. When the change-over to negotiation occurred, the 
company wrote to the Quartermaster office in Chicago, requesting to be put on 
the list for negotiations. This request was repeated 2 months later during a 
personal visit. ‘As yet, the company has received no reply, and it has received 
no invitations to bid or to negotiate this year * * *. Purchase of candies 
for the Armed Forces are made according to prepared schedules and certainly 
cannot classify as emergency supplies.” Competitive bid system for candy was 
followed throughout World War IT. “We feel that the existing emergency is not 
such that the normal procedure of regular bids could not be followed.” 


SUMMARY OF TESTIMONY-——-CONTRACT AWARDS 


Jack Davies, Avalon Products, Los Angeles, Calif. 
They have a contract for which bids were opened in December. Company’s 
rices were figured in November, but contract was not awarded until March. 

’rices had increased substantially in the interim. 


Louis Offenheimer, The Californian, Los Angeles, Calif. 

He bid on a contract on December 15, 1950. Award was not made until 
February 14. In the time between submission of the bid and the award, a shortage 
of raw material has occurred and the price of raw material has gone up 30 percent. 
He will lose money if he performs the contract. 


Harry Schwartz, Lincoln Metal Products Corp., Brooklyn, N. Y. 

He placed a bid with the Frankfort Arsenal. He was asked to accept the con- 
tract for one-half the quantity bid for, which would work a distinct disadvantage, 
because the tool-up cost was estimated against the larger quantity. Then he 
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was asked to step up delivery, and to provide a performance bond with a liquidated 
damage clause although such a bond was not in original bid invitation. 


Philip Sunskind, Sundure Paint Co., Syracuse, N. Y. 
Government asks them to figure on competitive bids without an escalator 
clause, with no protection on raw-materials cost. 


Arthur G. Corkery, Spun Fibers, Inc., Lynchburg, Va. 

Requirements should be broken down into smaller lots. One invitation required 
5,300,000 yards of material, involving 10,000,000 pounds of wool. Smaller 
fabricators cannot compete with larger manufacturers on such an order. 


D. R. Kennedy, Kennedy & Borden Machine Co., Nashville, Tenn. 

The contracts are so large they cannot bid on prime contracts except in a few 
rare instances, because it involves more finances, equipment, and manpower than 
small business can command. No prime contracts let in area that allow bidding 
on subcontract work. Smal! business firms cannot go to centers where most of 
the procurement is done, such as Detroit, in order to secure subcontracts. 


J. A, Gallagher, East Bay Industrial Pool, Oakland, Calif. 

He was sent a bid form for $6,000,000 worth of antifreeze—600,000 gallons. 
The procuring office would not answer his office to produce part of the amount, 
and it was obvious that he couldn’t produce it. 


John L. Rose, National Electrical Contractors Association, Nashville, Tenn. 

With present restrictions on residential and commercial construction, the only 
hope of survival is opportunity to bid on defense contracts. General contractors 
are beginning to take over work which is generally subcontracted. They are 
active in persuading defense contracting agencies and officers to adopt policy of 
requiring the general contractor to do all the work with his own forces instead of 
subcontracting part which is normally subcontracted. Example: Paducah 
Atomic Energy Commission project. The general contract was let to McGraw 
Construction Co. of Chicago. Connecticut, and other places, for a total of $380,- 
000,000, plus a fee of $1,000,000 for subcontract work. He feels that projects 
financed by Government funds should be broken down into subcontracts small 
enough to enable a broad cross-section of small business to participate. 

Ralph E. Bevard, American Production & Grinding Corp., Syracuse, N. Y. 

Government requirements for the fulfilling of prime contracts often make the 
subcontractor liable for an amount far beyond the cost of the part he manu- 
factures. This is a risk he cannot afford to take. Inspection of parts being 
made by the subcontractor should provide sufficient protection for the Govern- 
ment. 

Mr. Jones, Colorado Development Council, Denver, Colo. 

A manufacturer in Colorado bid on a $1\% million contract. There was no 
explanation why the low bidder was turned down. It was reported that the Navy 
had sent a letter of intent to a favored manufacturer who got the contract. 


John T. Schenck, Manufacturers Association of Syracuse, N. Y. 

A questionnaire was sent to 400 manufacturers of this area. More than two- 
thirds of those replying said they do not want prime contracts. Ten percent 
said they have prime contracts, and about 24 percent said they would like them. 
Many manufacturers do not want prime contracts because of rigid specifications, 
uncontrollable risks, and difficulties of negotiating with the Government. Sub- 
contracts are more flexible. His firm took one prime contract. They were not 
familiar with specifications, and made a mistake in figuring. The contract was 
for $3,600, and the actual cost was $5,200. They should have been warned by 
procurement office that their bid was too low. 


SUMMARY OF TESTIMONY-—-DELAY IN PAYMENT BY GOVERNMENT 


J. Quetnick, president, S. & L. Construction Co., San Francisco, Calif. 
Economically a small concern cannot contract with Army because the pay- 
ments are held up too long. If it contests arbitrary action, it faces long delay in 
adjustment. 
J. M. Wall, J. M. Wall Co., Syracuse, N. Y. 
Last June, Air Force called him and said it wanted cameras immediately, 
The order did not come through until January. They shipped the cameras in 
January and have not been paid for them yet (April 17). 
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SUMMARY OF TESTIMONY--NEED FOR REGIONAL AND LOCAL PROCUREMENT 
AUTHORITY 


Jack Davies, Avalon Products, Los Angeles, Calif. 

Most important shortcoming in dealing with the Government is ‘“‘the thousands 
of miles that intervene in reaching Government agencies.’’ There is no con- 
tacting office for Quartermaster Corps west of Chicago for the type of merchandise 
his company produces. Expense of trips to Chicago is prohibitive. 

Jerome Posner, Amalgamated Clothing Workers of America, Los Angeles, Calif. 

“The only way a manufacturer (of clothing) has a chance to get work is to go 
to New York and stay there possibly for weeks.’’ No defense contracts for mili- 
tary clothing have been let in California area. The Quartermaster Corps has no 
purchasing office for clothing on the west coast. 

Nobel B. Gowing, Otto K. Olesen Co., Los Angeles, Calif. 

Local procurement offices are not supplied with complete sets of specifications. 
Edward Railsback, Central Manufacturing Co., Berkeley, Calif. 

The company had tooled up and employed more men to fill orders for furniture 
for Army engineers, but since December 1950 there has been no work from the 
local office. It is not fair that all bids are let in the East. The company’s name 
is listed in Chicago and New York, but no invitations to bid have been received. 
Five or six other firms are in the same situation with no work in view. 

W. C. Coldwell, Coordinated Manufacturers of Santa Clara County, San Jose, Calif. 

“T have been spending the last 2 weeks involving my full time visiting procure- 
ment officers. I don’t think that these procurement offices are getting an adequate 
amount of procurement to be done.’’ He believes that procurement is being cen- 
tralized on the east coast and not being decentralized to the west coast. 


Rolle C. Rand, Colorado Development Council, Denver, Colo. 

“Montana, Wyoming, Idaho, Colorado, New Mexico, western Kansas, and 
Nebraska, the Panhandle of Texas, Arizona, all of which have economic interests 
are completely neglected as far as the Procurement Office is concerned.”’ 


Ralph E. Bevard, American Production & Grinding Corp., Syracuse, N. Y. 


Small machine shops cannot afford to take the time necessary to obtain prime 
contracts. They have to spend too much time at procurement centers. 


William B. Newkirk, Porter Paint Co., Cincinnati, Ohio (formerly an Army officer 
in office of Director of Purchases, Office of the Under Secretary of War) 

He wants decentralized procurement activities. Claim of some services that 
they have decentralized is only removal from Washington. For example, they 
have taken one function and put it in Chicago, another in Philadelphia, and 
another in Jeffersonville. Procurement information should be. brought down 
to the grass roots. Regional offices should be established in strategic localities 
for the procurement service, having a representative of each of the technical 
services of the Department of Defense. Local procurement officers should be 
able to speak with authority instead of having to take it up with Washington. 


Alec J. Newman, Goodman & Newman, San Diego, Calif. (clothing manufacturers). 

‘“‘We have problems peculiar to this particular area, and the only way they can 
be solved is by having an office in the area that is familiar with those problems. 
There is no reason in the world why an area which has perhaps the largest number 
of military personnel, should not have such an office * * *, If this office 
is set up with sufficient powers to award contracts on the west coast, for west 
coast personnel, west coast areas, the problem will be solved. 


SUMMARY OF TESTIMONY-—-SMALL DEFENSE PLANTS CORPORATION 


Ernest D. Hartman, Food Display Cover Co., Inc., Indianapolis, Ind. 

Feels that some type of organization should be formed, completely controlled 
by Congress and similar in combined operations to that of the World War II 
Smaller War Plant Corporation and larger offices of the War Production Board. 


Patrick W. McDonough, McDonough Steel Co., Oakland, Calif. 


Only really helpful thing that Congress has done for small business was enact- 
ment of Public Law 603 setting up the Smaller War Plants Corporation, during 
World War II. 
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Walter C. Roberts, Glenwood Manufacturing Co., Burbank, Calif. 

“The solution (of small-business problems) is to us relatively simple. During 
World War II there existed a Smaller War Plants Agency. We were not privileged 
to work with them, but have known people who did. 

“Using the basic operating techniques of the old agency, we need now merely 
to give an existing agency the necessary power and authority, or better, instead 
of teaching an old dog new tricks, a new agency with local nonpolitical 
heads * * *, With this group we would have 

1. A central clearinghouse for the skills and know-how of small business 

2. A group who would know how to introduce new developments of the small- 
business engineers who cannot quite ‘“‘cut it” alone. 

3. A better understanding of the location and disposition of critical materials. 

4. An intermediary between the procurement officer and the prime or sub- 
contractor, saving the small-business man many cross-country trips, which he 
enjoys but cannot afford. 

5. A source of a working-capital loan not based on a “thick or thin’’ balance 
sheet, but on management and military productive ability. 

6. A group who could suggest critical material substitutes; for example, formed 
plywood in place of aluminum. 

7. A location for a central file on all Government directives, orders, specifications 
and other material needed to obtain or perform on a contract. 

The CuarrMAn. Tomorrow’s witnesses will be Mr. Gibson, Acting 
Administrator of the Defense Production Administration; Mr. John 
Pritchard, Deputy Administrator for Smal] Business, DPA; and Mr. 
Watts, Assistant to the Administrator. 

We also will have Mr. Jess Larson, Administrator for the General 
Services Administration. 

Mr. Small, Mr. McBrian, Admiral Ring and Commander Ashler, we 
appreciate very much your coming up this morning. You have been 
quite helpful to us, and 1 hope we have been able to get across to you 
some of the things that have been running through our own minds, and 
some of the complaints that have been coming to us. 

I know that we are all working toward the same objective. 

Mr. Smau. That is right. 

The CuarrMan. We just want to be certain that we continue work- 
ing until itis done. As | have often said, and I think correctly, one 
of the big troubles with small business problems is that these problems, 
once solved, don’t stay solved; you have to keep working at them, and 
we have found that that is true, and I think it is quite helpful to us, 
occasionally, to sit down and go over our troubles one with another. 

We appreciate your doing that with us this morning. 

Mr. Smauu. Thank you, Mr. Chairman. 

(Whereupon, at 12:15 p. m., the hearing in the above-entitled 
matter was recessed until 10 a. m., of the following day.) 
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TUESDAY, MAY 8, 1951 


CoNnGREss OF THE UNITED STATES, 
SeLect CoMMITTEE ON SMALL Business, 
Unitep States SENATE, ' 
AND SELECT COMMITTEE ON SMALL BusINEss, 
House or REPRESENTATIVES, 
Washington, D. C. 

The joint committee met, pursuant to adjournment, at 10 a. m., 
in room 457 Senate Office Building, Senator John J. Sparkman 
(chairman) presiding. 

Present: Senators John J. Sparkman, Guy M. Gillette, Robert C. 
Hendrickson and Andrew F. Schoeppel; Representatives Joe L. Evins, 
Abraham J. Multer, Clinton D. McKinnon, R. Walter Riehlman, and 
Thomas B. Curtis. 

Also present: John Newby, special counsel, Senate committee; 
Victor P. Dalmas, executive director, Ernest L. Stockton and Duncan 
Clark, staff, House committee; John Fisher, secretary to the Honorable 
Leverett Saltonstall, United States Senator; Donald G. Herzberg, 
legislative assistant to the Honorable William Benton, United States 
Senator; and John J. McCarthy, executive secretary to the Honorable 
Edward J. Thye, United States Senator. 

The CuarrMan. Let the committee come to order, please. Our 
first witness this morning is Mr. Edwin T. Gibson, Acting Adminis- 
trator, Defense Production Administration. With him are Mr. John 
Pritchard, Deputy Administrator for Small Business of the Defense 
Production Administration; and Mr. W. W. Watts, assistant to the 
Administrator, Defense Production Administration. 

Before we start with the meeting this morning, I am going to ask 
Congressmen Evins, of Tennesse, a member of the House Small 
Business Committee and chairman of the Subcommittee on Procure- 
ment, to preside. I want to say that I am going to stay here a short 
time and I am going to have to leave for. another appointment. 

Representative Evins. Senator, I never feel that I can be a substi- 
tute for you, or any Senator. But I will be very glad to cooperate 
with your committee. We are all pleased to be over here with you. 

Mr. Gibson, if you will, give your name and whom you represent, and 
you may proceed. If you have a prepared statement, it will be all 
right to read it, or otherwise. 
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STATEMENT OF EDWIN T. GIBSON, ACTING ADMINISTRATOR, 
DEFENSE PRODUCTION ADMINISTRATION; ACCOMPANIED BY 
JOHN PRITCHARD, DEPUTY ADMINISTRATOR FOR SMALL BUSI- 
NESS, DPA; AND W. W. WATTS, ASSISTANT TO THE ADMINIS- 
TRATOR, DPA 


Mr. Grsson. Edwin T. Gibson, Acting Administrator, Defense 
Production Administration. Mr. Chairman, I have not prepared a 
statement. I was not quite sure on exactly what subjects with 
regard to small business you wanted to hear from me. I have come 
here myself and brought with me Mr. J. C. Pritchard, Deputy Admin- 
istrator for Small Business; and Mr. W. W. Watts, Assistant Adminis- 
trator for Procurement and Production of the Defense Production 
Administration. 

I think and hope that those gentlemen may be able to answer more 
in detail and more specifically such questions as you might wish to ask 
with regard to the Defense Production Administration’s dealings with 
small business than I myself might have. 

I would, however, like to make a few remarks on our broad and 
general policy and the way we regard small business in our administra- 
tion ; after which, of course, I shall be very happy myself to answer any 
questions that I am capable of answering; or Mr. Pritchard or Mr. 
Watts can take the ball up for me where it is over my head. 

Representative Evins. You certainly may proceed in your own way, 
Mr. Gibson. The Committee is very pleased to hear you. 

Mr. Gipson. Thank you, sir. We have, of course, in the Defense 
Administration a great regard for small business, a full recognition of 
the importance of small business, both to the defense production 
program and to the economy of our country as a whole. 

In recognition of our feelings in that regard, we have done several 
things to aid us and aid small business in the carrying out of and the 
development of the defense program. We have set up a Deputy 
Administrator in the person of Mr. Pritchard, whom I have men- 
tioned ; and a Small Business Executive Committee, which is made up 
of important members of each of the agencies involved in the defense 
program and of the services. 

That committee considers both problems of small business and 
problems of the program which can be met by small business. We 
have a Resources Expansion Department and a Resources Expansion 
Committee made up also of inter-agency committees, which deals 
with the authorities of the Administration under sections 302, 303, 
and 304 of the Defense Production Act; and also Certificates of 
Necessity as we have authority to issue them under the amendment 
to the Revenue Act. 

I think some of the things that that Department and that Commit- 
tee have done will indicate the way they look upon small business and 
its important part in the program. For instance, under Section 302, 
the loans that have been made under that section, there have been 
$58,000,000 of loans, of which $28,000,000, or 35 percent, have gone 
to small business; and in a number of loans it is three-quarters of the 
loans. 

With regard to Certificates of Necessity, the same situation has 
not been entirely true. As a matter of fact, up to now there have 
not been too many fabricating plants or facilities certified. Out of 
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$3,250,000 worth of tax certificates issued, only $357,000 have gone 
to finished products plants; and of that, $2,000,000 has gone into 
aircraft. 

We have addressed, through Mr. Watts, the Comptroller General 
of the United States with regard to our authority. or the authority 
of the procurement officers, to deal with small business on the basis 
of not having to have them bid and be allowed to pay premium prices 
for any business under the act in the program that we might be able 
to place with them. 

We have from the Comptroller General a statement, a letter in 
which he says that he will not raise any question about the contracts 
placed with small business which may not have been taken on a bid 
basis, or which may even be at a premium price. 

Mr. Pritchard, | think, has that letter and can give you more 
detail about it when you question him, sir. 

Now, | would like in this whole question to be perfectly frank with 
regard to the position of small business and the problems of small 
business in connection with the defense production program. The 
procurement program under the defense program cannot of itself 
meet the problem of small business.at this time entirely. The problem 
of small business is really a shortage of materials supply which can, 
under the dispersal of military procurement, only be partially taken 
care of. 

While it would appear that placement of adequate military con- 
tracts with small business should solve that problem, that solution, 
if we try to do it that way, really fails to completely face the facts. 

Small business could not handle the entire military job because of 
the lack of some of the special facilities required and because in many 
instances of inadequate engineering and research organizations. 
Obviously, for instance, they could not handle such a thing as a com- 
plete ship or a tank or an airplane or a large coast defense gun or any 
of those larger and bigger pieces of equipment which we have to buy 
in the defense production effort. 

Now, the elimination of these complex items from the total pro- 
curement picture does reduce—and we must face it—the opportunity 
for small business. The problem of the small-business man is really 
one, as I stated, of materials, of the shortage of materials to carry 
on his normal business activity. And this shortage is caused by a 
number of reasons, among which are the following: The diversion of 
materials to that portion of the defense program which, as | stated, 
cannot be handled by small business in any event, no matter how much 
we wanted to give it to them. 

Two, the stockpiling of critical materials also removes some of those 
materials from the small-business man which he would like to have 
and which he did use in his normal business. And three, the diversion 
of materials to support the basic expansion program of the Nation. 
By that I mean steel mills, aluminum, and the expansion of those 
materials which are necessary both for him and for all other business 
in connection with the program. 

Next, a diversion of materials to support special programs which were 
not part of our normal economy immediately pre-Korea. For example, 
the transportation, maritime, foreign aid, and so forth. 

With those thoughts in mind, even the placement of all possible 
military procurement with small business just will not take up all 
the slack; and the alternatives, or the things that we are stressing 
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towards which we believe can help and work out the situation and keep 
small business in business are: One, further restriction on the major 
consumers of basic materials in order to make such materials available 
to small business; two, a continued priority and directive help by the 
National Production Authority in all hardship cases; three, direction 
of military procurement program on a basis that will spread the load 
so far as is practicable by seeking out small manufacturers, encouraging 
subcontracting and, if necessary, paying whatever added costs there 
may be and any transportation penalties that may be necessary in 
order to bring in marginal producers which would be small producers. 

Next, set-asides under the controlled materials plan, when that is 
put into effect, of specific quantities for small business. 

The Cuarrman. May I ask right there: Has that been definitely 
decided upon, the last that you mentioned? Has the order been 
issued? 

Mr. Grason. It has not. The decision has been made and the state- 
ment has been made that a controlled materials plan will be put into 
effect as of June 30 or July 1. The extent to which that can be put 
into effect immediately is what we are discussing at the present time. 

To put that into complete effect right away would be to involve an 
amount of paper work and clerical work that might mix us up more 
than help us; and we would like to work our way into that program by 
starting with as much as we can do at this time, and with the materials 
of aluminum, copper, and steel only; and then work from that as we 
develop and as the necessities appear into as complete a plan as it is 
possible to put into effect. 

The CuarrMan. The point I am trying to clear in my own mind is 
this. Of course I knew that the announcement had been made that 
the plan would be put into effect July 1. 

Mr. Gipson. Yes, sir. 

The CHarrMan. As it was originally announced, however, many 
small businesses felt that they probably would be worse off than they 
were before, if such a thing were possible. 

Then I understood that you did propose to do what I understand 
you mention now as a specific part of the program, that is, to allocate 
a definite portion of the scarce materials for the use of small business. 
The only point I am trying to get now: Has that part of it, that spe- 
cific plan, been definitely decided upon? 

Mr. Grsson. The action has been decided upon, but the quantity 
and the amount and the actual working of the details have not yet 
been completed. Mr. Pritchard can answer those questions in more 
specific detail than I can, Senator. 

Senator Henpricxson. Mr. Chairman, yesterday in the testimony 
before the Banking and Currency Committee, Secretary of Commerce 
Sawyer indicated that the controlled materials plan would, in his 
judgment—I think I am quoting him correctly—materially benefit 
small business. 

The Cuarrman. I think that is correct, if this specific plan is 
worked out; and that is the reason that I wanted to emphasize this 
point, that this plan, if it is worked out, will benefit small business. I 
think it is highly important that this specific part of the plan be worked 
out. 

Mr. Gipson. May I ask Mr. Pritchard to reply to you on that, 
Senator? 

The Cuarrman. Yes. 
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Representative Evins. Mr. Pritchard? 

Mr. Prircuarp. Senator, I believe that the controlled-materials 
plan will help in two ways the average small-business concern: First, 
that there will be a control of the several programs that are included 
in the plan, and anything which tends to control a program or multiple 
programs will tend to increase the amount of supply remaining for all 
concerns and business; secondly, the small-business priority order 
which is contemplated under the plan is one that will give definite 
allocation to the smaller business firm of certain amounts of these 
scarce materials. 

Representative RigeuuMan. Mr. Chairman? 

Representative Evins. Mr. Riehlman? 

Representative RiznitmMan. Mr. Chairman, as you gentlemen know, 
we have been holding a great many field hearings; and a-great many 
small industries have come before the Small Business Committee and 
have stated their problems. 

One thing that disturbed me particularly in the field was that if 
we have a general regulation across the board allocating these scarce 
materials to all small industries, there certainly will be many dis- 
crepancies, because there are a great many smaller industries whose 
problems are different from others. 

I am wondering in this program whether or not any thought has 
been given to giving a greater latitude at the grass roots in the regional 
offices dealing with these inequities, where there certainly will be some 
differences? 

If my question is not clear, let me state this: Take, for instance, 
aluminum. You say that all small industries that are using aluminum 
across-the-board are going to be allocated so much. Now, there will 
be many small industries that are using aluminum to one degree and 
another to another, and the basis upon which they are going to be 
allotted this must be taken into consideration. 

Now, there are many of them that we have run into across the 
field—and I am sure that the members who were in the field with us on 
those hearings realize that unless some latitude is given to the regional 
office in the field to go a little bit further than the regulation may say, 
there will be great inequities in a great many of these small industries. 
Some of them probably will go out of business. 

Has any thought been given to that? 

Mr. Prircuarp. Yes; there has. I think you have stated a major 
problem very clearly. Our approach to the solution in the plan that 
we are working on now is to permit each business, each small user of a 
scarce metal, to originate his own priority and relate that to his use of 
the particular metal in a base period. 

That, in effect, does take it into the field and into the individual small 
business. . 

Representative Rrenuman. I think that clarifies and satisfies my 
question. 

Representative Mutter. Mr. Chairman? 

Representative Evins. Mr. Multer. 

Representative Mutter. Mr. Fleischmann has been quoted in a 
public statement saying this controlled-materials plan will neither help 
nor hurt small business. After the materials are allocated to the de- 
peogg program and its supporting program, then the balance is to be 
ree. 
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Pursuing Mr. Riehlman’s question just a little further, how are we 
going to help the small-business man to stay in business, and how soon 
are we going to be able to help him? The cry all over the country 
today is he has got to close up shop; he cannot get any materials; even 
with DO’s he has not been able to get materials. How are we going to 
cure that situation and how soon? 

Mr. Priresarp. I believe that since Mr. Fleischmann has made 
the statement that you quote, there has been a general agreement in 
NPA, and certainly in DPA, that the plan which | have just discussed 
briefly will be used under the controlled-materials-plan program. 

I have discussed this matter with Mr. Fleischmann. He agrees 
with us that it will specifically and tangibly help the small concern. 
As to the question of how soon, it is hoped that the plan we are working 
upon may be approved and may be put into action substantially be- 
fore July 1 and before the total CMP is approved and activated. 

I speak of “hope” in this case because it remains for final discus- 
sion, for final determination of the cost in materials to be had and 
approved before that plan will operate. If approval is had of the 
figures which we have already presented, there is no reason why the 
smal] portion cannot become operative even during this month, and 
certainly well before the entire plan becomes activated in the field. 

Representative Mutter. What thought has been given to channel- 
ing materials away from the so-called vertical set-up that we had 
so much of during World War II and we are getting so much of 
today? In other words, small business is going to have to depend 
on the man who controls the materials, taking what he wants from 
his vertical set-up, going into the end products through companies 
controlled by the producer; and the small-business man will never 
get anything. 

What thought or attention, if any, has been given to that problem? 

Mr. Prircuarp. Under the controlled-materials plan, the three 
searce metals come under absolute control for the programs that 
are approved under that plan. The small-business program as such, 
if approved under the plan, then channels directly to the small user 
in relationship to his previous use of those metals a certain portion 
of that previous use. 

Representative Evins. Is there any assurance, Mr. Pritchard, that 
he will receive that percentage of his previous use? 

Mr. Prircuarp. Fea: there is. 

Representative Evrns. Does that apply to all small business regard- 
less of whether you consider them essential in the war effort or not? 

Mr. Prircuarp. That is right, sir. All permitted use of the metals. 
Now, there will be restrictions and limitations of use. 

Representative Evins. You do not determine the essentiality of 
the particular businesses? : 

Mr. Prircuarp. We do not. 

Representative Evins. You do not subscribe to the statement that 
some representatives have made, that by July 1 we will have put 
out of business so many concerns? Perhaps that was an unfortunate 
use of language and was not so intended; but they admit the end 
result of the program would put so many out of business. 

Mr. Prircuarp. Certainly the intention was not there, sir; and 
perhaps the damage has been somewhat overestimated. 
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Representative Evins. Would you not say that the success of the 
controlled-materials plan with respect to all businesses would depend 
upon the percentage allocation which is made small business? 

Mr. Pritrcuarp. Not entirely, sir. That is a guaranty of the small 
user of metal, the plan which I mentioned. In addition to the par- 
ticular plan, that particular method for his supply, in addition to 
that the small business concern can find himself in any of the program 
areas. He might be a supplier to military requirement. He might 
be a supplier to the other programs. And of course he would have 
his usual opportunity to acquire supply in the free area, in addition 
to that guaranty which is granted under this plan. 

Representative Rrestman. Mr. Chairman, I want to pursue this 
thought just a bit further with Mr. Pritchard. The one thing that 
still bothers me is the allocation on a percentage basis of what they 
have previously used. 

I am afraid that if that is strictly followed at the regional office and 
there is not some consideration given to these industries which are 
finding a serious problem of that allocation, a good many of them 
are going to be out of business. 

We have been at the grass roots and we have had the story told 
to us that if that policy prevails across the board and that there is 
no latitude given in the regional office for those men to reconsider 
and give this man maybe more than three-fourths of what he had 
previously used because of his particular industry, he is not going to 
be able to stay in the field of operation. 

If you take aluminum, the product that they manufacture, if he 
only got three-quarters of what he had in the previous quarter, he 
might have to close up two-thirds of his shop. 

here have been instances in the hearings where that has been 
brought to our attention very forcefully; and I reiterate again that 
this must be considered at the grass roots by the regional office and 
that it cannot be a strict ruling across the board where there is no 
latitude given in the field where they can make these adjustments, or 
you are going to drive thousands of small industries out of business 
yvecause Of a rigid ruling in allocation with respect to the percentage 
they have used in previous quarters. 

I think it is something that needs serious attention and serious 
consideration, and that it must be settled at the grass roots instead 
of across the board at the top level, because these little businesses 
have their problems and we have thousands of them with only several 
men working in a plant. 

When you say you can only have two-thirds of what you had for 
the previous quarter, you may close this plant for two-thirds of the 
time, too. It is something I think which needs very serious con- 
sideration. When this plan is finally formulated and the plan is 
handed out from these offices, people in the field should have some 
latitude to deal with specific cases when they are brought to their 
attention. 

Mr. Prircnagp. I agree that it.is.a very serious problem. I think 
that wise steps are being taken to accomplish exactly the point that 
you have in mind, and to obtain at least a field examination, a field 
report, and generally field treatment of the degree of necessity on the 
part of the plant itself. 
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Representative Rrex_Man. I feel that very strongly, Mr. Pritchard, 
and I think this is the time that it should be given consideration and 
not after the serious problem has arrived and many of the small men 
have had to close shop and move out. 

This is the time to think about it, not after it happens. That is 
why I call it to your attention. This is the second time I have spoken 
of it this morning, because it has been brought to my attention very 
forcibly heretofore; and I think the people who are formulating this 
plan should understand it very thoroughly 

Mr. Warts. I would like to speak to that, sir, if I may. The basic 
policy of DPA and NPA is to eventually put as much of not only this 
particular type of decisions, .but all other operating decisions, in the 
field ; and to increase the latitude of decision in the field. Already the 
administration of the construction orders is being handled by the 
NPA offices in the field. 

There has been set up the regional interagency mobilization com- 
mittees between the services and manpower, housing, and DPA and 
Commerce, whose job is going to be to appraise the administration of 
such things in the field and to make recommendations for further 
decentralization of the authorities as soon as it is determined that the 
people in the field have the judgment and the personnel to do the job. 

You cannot just turn it out until you have an organization to do it. 

Representative RrgHiMaAn. I recognize that very clearly, that you 
cannot do it. But when you are formulating the a sus and the people 
who have been in the field and have some pate’ information on it, 
you should take it into consideration; and it should not be something 
to be considered way in the future. It is an immediate proposition 
for many, many small industries right today, and not 3 months from 
now; because that will be too late in many, many instances. 

Mr. Gipson. The hardship cases, sir, can be considered directly in 
the field. It does not have to come into Washington. 

Representative Evins. The National Production Authority is the 
operating agency, and the Defense Production Authority is the policy 
agency here in Ww ‘ashington, and you do not have multitudinous agen- 
cies in the field for your particular agency. 

Mr. Grsson. That is correct, sir. 

Representative Mutter. May we then take it as the assurance of 
your agency that it is your policy, passed on to NPA, that wherever 
possible, when the machinery has been set up, the local offices will have 
the right and the power and the authority to make decisions, not only 
to process applications, not only to make recommendations to Wash- 
ington, but actually decide the matter right there in the local offices. 
Is that your policy? 

Mr. Gipson. I do not think it is quite as broad as that, sir. It is to 
the fullest extent possible, and they will have all the leeway that it is 
possible to give them. But I think to make all decisions and so forth 
in the field is a little broader than we dare go. 

Representative Mutrer. Then that would be much too broad. 
There must be an over-all policy, and there are certain things that will 
require the determination of Washington. I can understand that. 
But in the instances where the local offices can handle that, will the 
local offices be given the authority to handle the question, always, of 
course, subject to review in Washington? 

Mr. Gipson. Yes. 
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Representative Evins. Mr. Curtis, of Missouri. 

Representative Curtis. I just had a general question. We received 
a lot of testimony in the field in these hearings that these various 
fabricators indicated that the aircraft manufacturers were stockpiling 
their aluminum far in excess of the normal production needs. I was 
wondering what the Defense Production Administration is doing to 
make certain that the large manufacturers are not stockpiling beyond 
their actual needs? 

Mr. Gipson. The National Production Authority, together with 
some representatives of the Defense Production Administration, are 
planning and starting, and have started, an investigation in the field. 
We are sending people out directly to warehouses to find out if that 
report is true. 

Representative Curtis. You know in the Jast war—I guess it is a 
matter of terminology to a certain extent—what we would call stock- 
piling, they would term inventory for production jobs, and yet the 
production jobs would be 2 and 3 years away. As the war ended last 
time, particularly in steel, we found a lot of steel that had just rusted 
away because it was not used. That same material could keep these 
companies alive. 

I am very happy to hear that, sir. 

Mr. Gipson. We are very conscious of the possibility of that abuse, 
and I can assure you will take every effort within our power to see that 
that is not done. 

Representative Curtis. I am just going to make a comment here. 
It sometimes disturbs me that certain people seem to think the only 
thing we are fighting for is just to keep small business alive because it 
is small business. 

I would like to make this comment. Actually if you define small 
business, it is an efficient utilization of manpower; and manpower is 
critical, too. If we destroy an efficient use of manpower, it is not 
available; and that was particularly brought home in the testimony 
of an aluminum fabricator in St. Louis, who was approached by 
MeDonnell Aireraft, which is located there. 

McDonnell said, ‘‘We have nothing for you to do now, but we are 
certainly intending, in case there is an all-out emergency, to use you.”’ 
That company probably will not be in existence when the time comes 
for the bigger companies to avail themselves of the small businesses 
that should be in existence. 

[ just want to make that comment, because I think we are fighting 
for more than just the name of small business. We are fighting for 
a very essential part of this economy that this country is going to 
utilize. 

Mr. Gipson, I am quite with you in that, sir. 

Representative Evins. Mr. Gibson, your statements regarding the 
operation of the material controls plan have been very helpful and 
very informative, and I know you have given study to its weaknesses 
and its failings and limitations heretofore, and you will be able to 
overcome some of those during this time. 

Unless there are any further questions regarding the materials 
control plan, we might ask some questions on some other subjects. 
Mr. McKinnon, of California? 

Representative McKinnon. No questions. 
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Representative Evins. I would like to ask Mr. Pritchard the 
extent of loans for small business and plant expansion, if you can 
give us information on what has been done in that field. 

Mr. Pritcuarp. Generally the attitude of the Defense Production 
Administration in the matter of both loans and certificates of necessity 
for accelerated depreciation has been resistive to the expansion of 
fabricating and processing facilities. The policy of the Administration 
has encouraged the expansion of the production of materials. 

From the standpoint of small business we think that the best 
interests of all small businesses are at this time served when more 
materials supply is made available to them by any means of produc- 
tion, but there is definite resistance to the granting of an increased 
facility in either fabrication or processing to enable one plant—be it 
large or small—to undertake work that could be better distributed 
among plants that are either now partially idle or threatened with 
idleness. 

The operation of the Facilities Bureau in NPA, the operation of 
the approval granted by DPA in both the fields of loans and tax 
certificates, has been to encourage a complete utilization of current 
planning. — 

Representative Evins. Are we building up larger and heavier con- 
centrations in the same industrial areas, or are we giving some expan- 
sion to the breadth of operations in fields other than in large industrial 
centers? 

Mr. Prrrcenarp. I think there are two answers, sir. First, in the 
field of material production, there has been and is in prospect a sub- 
stantial increase in plant; and those plants tend to be in the same 
general neighborhoods as they were heretofore. 

In the field of other types of manufacturing activity, the resistance 
to any expansion tends to disperse the concentration and to divide 
it geographically as well as among firms of different size. Any dis- 
persal of industry in my opinion tends to benefit the smaller elements 
of that industry. 

Representative Evins. Certainly so, and particularly in the field of 
the letting of contracts. If you let contracts by States or by regions, 
or if you decentralize it, you are going to have local labor employed, 
and the general economic situation is going to be helped all over the 
country, rather than in one particular section. 

We have had instances of where experienced subcontractors, men who 
had operated during World War I and World War I1—particularly in 
the electrical field—are now denied an opportunity to subcontract 
because they are definitely not properly located. 

Our officials in Washington are saying, “Do not subcontract except 
in local areas.” California, therefore, in the aircraft industry is 
getting the major portion or the lion’s share of all contracting and 
subcontracting in aviation. 

Do your policies go that far in that direction? 

Mr. Prircuarp. We believe that we should not entirely overlook 
the economies of the.situation and that, generally speaking,.subcon- 
tracting should be confined within a reasonable distance—within a 
reasonable haul of the location of the prime contract. 

We believe equally that it becomes necessary to disperse prime con- 
tracts so that there will be a resulting dispersal of effort across the 
Nation. 
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Representative Evins. Regardless of efficiency? You just say 
subcontract in the same general area within a reasonable limitation? 

Mr. Prircuarpb. No, sir. When I mentioned the realistic approach 
of economy, I think that efficiency sets aside the haul often, and that 
the cost of the haul, the cost of transportation, the cost of acquiring 
the supplies, is the determining factor rather than the number of miles 
or the difference in location. 

Representative Evins. Has not the Comptroller General ruled that 
the Defense Production Administration or the National Production 
Authority has the authority to make price differentials to small busi- 
ness in various areas? 

Mr. Prircuarp. That has been a very severe question, and one 
that has served to limit or handicap the procurement officers’ handling 
of contract dispersal. Some time ago, I think 2 vears ago, the Comp- 
troller General handled what has become known as the Broughton 
‘hoe case; and in the Comptroller General’s opinion on that particular 
case, he criticized rather severely the Navy for a dispersement of the 
quantity in the contract as between several suppliers. 

That case has been a source of a great deal of concern to the services. 
Under the Defense Act of 1950 we have taken the position that price 
differentials are permitted whenever the base of suppliers can be 
widened, whenever the interests of the Nation are served by a dis- 
persal of industry from a security standpoint, and whenever more 
plants can be kept in operation. 

We believe that the Comptroller General in reply to the Admin- 
istrator’s request for an opinion has very materially clarified that par- 
ticular point, and has removed the roadblock that we felt. has impeded 
the contract distribution to a very large extent. 

Representative Evins. To what extent have you employed the use 
of price differentials thus far, Mr. Pritchard? 

Mr. Prircuarp. I think that the answer to that would have to be 
detailed. From a policy standpoint, I doubt that price differentials 
have been well emploved to this date. 

Representative Evins. But you do have that authority to utilize it 
so that there will not be a concentration of a letting of contracts all in 
one area if the Administration is so inclined? 

Mr. Prircuarp. We do, under the Defense Act. And the admin- 
istration of those price differentials is improved very materially by the 
opinion that I just mentioned which has been signed by the Comp- 
troller General on the 8th of this month. 

Representative Evins. Can it be said that as a result of that opinion 
it is anticipated that price differentials will be used more extensively 
and there will be a broader distribution of contracts in the future? 

Mr. Prircnarp. Whenever those differentials are justified, they 
certainly will be used. 

Representative Mutter. Has that policy passed on to the various 
procurement agencies? 

Mr. Warts. I would like to talk on that point, sir, if I may. 

Representative Evins. If you will, Mr. Watts. 

Mr. Warts. The Defense Production Administration has prepared, 
some time back, a document outlining its policy with respect to small 
business. That document was addressed to the Secretary of Defense 
and the Munitions Board, and was also handed to the Small Business 
Executive Committee, of which Mr. Pritchard is the chairman, to 
implement the recommendations. 
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After a series of discussions and meetings, I can say that nearly all 
of the points of difference have been resolved; and in a letter received 
from General Marshall on the 30th of April, I believe it is, we have 
the assurance that the spirit of our recommendations has been ac- 
cepted by the Department of Defense and that suitable instructions 
will be issued by the Munitions Board to the procurement agencies. 

The one point which was a very sticky one and which we did not 
get completely over is the one that Mr. Pritchard has just mentioned. 
I believe with the clarification which we now have we can sit with the 
Department of Defense and Munitions Board people and implement 
that; but so far as saying that specific instructions on all of these 
points are in the hands of all of the procurement officers in the field, 
I do not believe that there has been time to get that done as yet. I 
am sure that it will be done. 

Representative Murer. The important thing again is the time 
element. We were told yesterday by Mr. Small, the Chairman of 
the Munitions Board, that it was the policy of the Munitions Board 
to allow the differential so as to permit small business to get a large 
portion or a good portion of the procurement contracts that are 
being let. 

Unless small business does have that benefit of the differential, it 
cannot compete with big business. I do not think anybody can deny 
that. You tell us, too, it will be your policy; vou are in agreement 
there. 

Now, what bothers me is how soon is this going to get down into the 
various procurement offices so that they will put it into effect? 

Mr. Warts. We will put all the pressure, sir, that we possibly can 
to following up to see that the necessary directives are issued. 

With respect to your second point, I am afraid that I cannot com- 
pletely agree that in every case it is necessary to pay a premium to 
small business, because I know of many instances where small business 
has demonstrated the ability to produce for less money than large 
business, and that this is a matter of individual determination. 

I do not think that small business ought to be tagged with the 
inefficiency. 

Representative Evins. I agree with Mr. Watts. They have been 
able to compete when it was on an advertised low bid basis. But 
now that contracts are let on a negotiated basis, they are not receiving 
letters of intent to negotiate with them and they are being left out. 

Mr. Warts. I believe, sir, that Mr. Small and his associates 
probably told you that they have agreed to a recommendation that 
was jointly developed between our organization and theirs of the wider 
publication of their intent to negotiate so that more small contractors 
will have knowledge of negotiation proceedings and can come in and 
make a proposal under negotiation as well as under formally ad- 
vertised bidding. 

Representative Evins. You have no figures with respect to the 
extent of loans for plant expansion, and you have no figures available 
with respect to the extent of negotiated contracts? 

Mr. Warts. The Munitions Board publishes a document which 
gives considerable detail with respect to the amount of negotiated 
and bid, competitive bid, awards. I happen to have a copy of it here. 
It shows what has happened from the period of last June up through 
January. 
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Representative Evins. Will you make that available for the 
record, Mr. Watts? We would like to have it. 

Mr. Warts. It is entitled ““Military Purchases From Small Firms.” 
It is a Munitions Board report which gives the story. 

(The material referred to is as follows:) 


[From Munitions Production Reports, March 1951} 


Muuirary Purcuases From SMALL Firms In ContTINENTAL UNITED STATES, As 
or JANuARY 31, 1951! 


$600 million bought in January.—Six hundred and sixty million dollars worth 
of military purchases from small firms employing fewer than 500 persons were 
recorded in the single month of January 1951. This was 16.6 percent of the total 
of $3,984 million in military contracts and contractual instruments recorded 
and reported to the Munitions Board for the month (table E-1). 

Monthly averages are shown in tables E-1 and E-2 and the charts, for compara- 
tive purchases. 

Aggregate data are recapitulated in table E-3 for January 1951, and for the 
7 months of this fiscal year through January 31. 

Seven-month total exceeds $2 billion.—The rapid upward trend since June 1950 
has resulted from the greatly increased volume of military procurement. In spite 
of the fact that a large proportion of current contracts are for specialized military 
equipment for which small firms in general cannot undertake prime contracts 
small firms have received $2.1 billion in prime contracts in the first 7 months of 
this fiscal year. This was 19.5 percent of the total value of reported contracts 
(table E-3). 

Negotiated contracts increase.—The proportion of contracts awarded by negotia- 
tion has increased also under the expanded procurement program (chart E-2). 
In January 84 percent of the total was negotiated. This resulted partly from 
increased purchases of technical and specialized military equipment for which it is 
not practicable to advertise for bids. The increase reflects also the emergency 
policy which authorizes negotiation when advertising would interfere with 
speeding up the procurement required for current rearmament, or with broadening 
the base for potential mobilization production. 

Negotiated awards to smail firms remain high.—It is a notable fact that while 
the volume of negotiated business has increased greatly, the percentage of negoti- 
ated contracts awarded to small firms has not declined (table E—2), but has re- 
mained at about 13 to 14 percent of the total negotiated. 

At the same time, small firms in this fiscal year have received a somewhat 
smaller proportion of the advertised contracts than last vear (although the monthly 
dollar volume of their advertised awards is far higher than last year). 

In January, small firms got two-thirds of their contracts by negotiation, com- 
pared with 49 percent from July through December 1950, and 38 percent in the 
6 months before that (chart E-1). 

The data represent completed purchase transactions and recorded contractua! 
instruments that have been agreed to in detail by private businesses and military 
contracting officers. They do not inelude other obligations based on purchase 
orders and commitments that have not reached the stage of a recorded contract, 
and therefore they are not comparable with the accounting reports of total 


obligations. 


TaBLe E-1.—Trend in average monthly awards to small firms 


Monthly averages 


Awards to small firms 


Period 
Total - — 
awards 
, Percent of 
—_ f 
Value total 
July to December, 1949. . . , PO SO ee es ee $320, 000, 000 $76. 000, 000 2.8 
January to June, 1950 a SS SE, 572, 000, 000 142. 000, 000 24.8 
July to December, 1950 DSIRE Fie _.--uu~ 1, 124, 000, 000 239, 000, 000 71.3 
bis 3, 984, 000, 000 661, 000, 000 16.6 


January 1951 


i Firms employing fewer than 500 persons. See table E-3 for other definitions. 
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TABLE E-2. 


Period 


July to December 1949 
January to June 1950 
July to December 1950 
January 1951 


! Firms employing fe 


wer than 500 persons. Se 


fi rms! 


e table E 


Trend in average monthly advertised and negotiated awards to small 


Monthly averages 


Advertised awards 
Percent 
Total to small 
firms 
$71, 000, 000 54 
172, 000, 000 51 
267, 000, 000 45 
643, 000, 000 34 


} for other definitions. 


Negotiated awards 


Percent 
Total | to small 
firms 
$249, 000, 000 15 
400, 000, 600 13 
857, 000, 000 14 
3, 341, 000, 000 13 
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TasLe E-3.— Number and value of purchase actions of the military departments in 
continental United States, January 1951, and cumulative, July 1, 1950, to Jan. 
31, 1941 


January 1951 July 1, 1950 to Jan. 31, 1951 

Contract value Number Contract value Number 
Category = 
——- | Per- | Total | Per- | Amountin! Per-| por, | Per- 
sands cent cent | thousands | cent - cent 
Total _ . $3, 984, 052 |100.0 | 181,408 |100.0 |$10, 725,897 |100.0 | 1, 105,861 | 100.0 
Formally Advertised ‘ 643,198 | 16.1 16, 859 9.3 2, 245, 877 | 20.9 OR, 415 8.9 
Negotiated 3, 340,854 | 83.9 | 164,549 | 90.7 8, 480,020 | 79.1 1, 007, 446 91.1 
Small business total 600, 877 16. 6 132, 689 | 73.1 2, 095, 396 | 19.5 811, 823 73.4 
Advertised 216, 639 5.4 2, 000 6.6 942, 353 8.5 72, 147 6.5 
Negotiated 444,238 | 11.2 | 120,689 66.5 1, 153,043 | 10.7 739, 676 66.9 
Other business total 3,323,175 | 83.4 48,719 | 26.9 8, 630,501 | 80.5 294, 038 26. 6 
Advertised 426,559 10.7 4, 859 2.7 1, 308, 524 12.1 26, 268 2.4 
) 7 68.4 267, 770 24.2 


Negotiated 2, 896,616 | 72.7 43,860 24.2 7, 326, 977 


Note.— Data cover job orders, task orders, letter contracts, letters of intent and purchase orders reported 
by purchasing activities located in continental United States and include modifications which increase or 
decrease dollar value of contracts by $5,000 or more. This report excludes: procurement by purchasing 
activities located in areas outside continental United States, interdepartmental purchases (e.g., purchases 
from Bureau of Federal Supply Schedules); that portion of project orders (i.e., production directives to 
Government-owned facilities) which have not reached the stage of a contractual instrument confirmed by 
management to the military procuring service 


Representative Curtis. While we are on that point, what disturbs 
me is that you had a stated policy and vet the actual practice has been 
the other way. For example, around January and February the 
Army, which is the main procurer, 95 percent, I believe was the figure, 
of their contracts were negotiated contracts rather than bid. 

The figures on March and April seem to be higher, and it seems to 
be a rule of thumb also that big business is the one that gets the vast 
majority of the negotiated bids; and in your bids by advertising, the 
small firms seem to do much better. 

How can we explain that trend, which is away from competitive 
bidding, and likewise away from contracts going to small businesses? 

Mr. Warts. We do not hold to the premise. We agree with the 
military, that the negotiation does not necessarily remove the oppor- 
tunity for small business, if proper dissemination of the information 
that they are going to negotiate is given. 

Representative Curtis. But the proof of the pudding is in the 
eating. It actually is an established fact that it does, and has. I am 
not so much interested in theory as I am in what has actually occurred. 

Mr. Warts. I will quote you a figure out of their own report with 
respect to the number of contracts. From July to December 1949, 
50 percent of the prime contracts going to small business were by 
negotiation. This is number of contracts, now. In January 1950, 
this had risen to 67 percent. 

Representative Curtis. That means nothing, though, when you 
consider that your negotiated contracts have risen to 95 percent of all 
contracts. Compare that figure with the number of contracts let on 
a negotiated basis and on a bid basis, and that percentage actually 
goes down 
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So I would say those figures give a wrong impression, completely a 
wrong impression. 

Mr. Warts. That is on a number-of-contracts basis, and it is not 
on a dollar basis. I am just quoting from the facts. : 

Representative Curtis. I understand that. But what I am trying 
to say is this. You are telling me that the percentage of negotiated 
bids that small business has gotten has increased. I have no doubt 
that it has, because the number of negotiated bids as opposed to 
advertised bids has practically taken over the whole field. It has 
become 95 percent. 

So those figures do not mean anything. In fact, they give an errone- 
ous impression, I would say. The net result is this, that the small 
business is getting fewer contracts and they always get fewer contracts 
when the bulk of the contracts is let on a negotiated basis rather than 
on a bid basis. Do you agree with that? 

Mr. Warts. That is what the figures indicate, ves, sir. 

Representative Curtis. Now what I am trying to find out is what 
other than lip service is being done to get more contracts on a bid 
basis? 

Mr. Warts. I think perhaps we should introduce into the record 
the procurement policy for small business, which represents what we 
think should be done about it, and which I feel is now being imple- 
mented by the Munitions Board. 

Representative Curtis. On policy, let me ask you this. I have a 
Defense Production Administration release of Monday, April 23. 
This was Mr. Harrison, the Defense Production Administrator, 
setting forth the policy on products and production. Is that the one 
you are referring to? 

Mr. Warrs. Yes, except that was a news release and the document 
itself goes into somewhat more detail, and the language is clearer. 

Representative Evins. That will be incorporated into the record 
at this point. 

(The material referred to is as follows:) 


[Press release, April 23, 1951] 
DEFENSE PROGRAM ADMINISTRATION 


Defense Production Administrator William H. Harrison today announced 
adoption of a new four-point procurement policy to increase participation of small 
business in defense production 

The policy, Mr. Harrison said, has been accepted by all Government agencies 
concerned with defense procurement and production. The policy was developed 
by the DPA Production Executive Committee, jointly with the DPA Small 
Business Executive Committee composed of representatives of defense agencies 
concerned 

Mr. Harrison said the policy was the result of many weeks of study and dis- 
cussion by Government officials, including consultation with officials of both large 
and small firms throughout the country. The four points of the policy were 
outlined by the DPA Administrator as follows: 

1. To bring into the defense effort on a prime contract, subcontract, or purchase- 
part basis every qualified producer who can be used so that orders can be spread 
across as wide a base as possible. 

2. To find and put to use the productive facilities of small firms. 

3. To give small manufacturers all necessary information concerning Govern- 
ment needs and the steps they should follow in obtaining subcontracts as well as 
prime contracts. 

+. To develop and install procurement procedures which will encourage prime 
contractors to subcontract to small firms the maximum amount of business 
possible. 
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To carry out the procurement policy, Mr. Harrison said, the two DPA com- 
mittees have recommended the following eight specific steps: 

1. Contracting officers should require contractors to state in bid or negotiation 
whether or not additional facilities, either buildings orequipment, will be necessary to 
accomplish the work. If the contractor requires a certificate of necessity or 
priorities assistance, it is to be submitted to NPA for clearance prior to further 
negotiation with the contractor, with the understanding that no commitments 
are to be made to the contractor pending such NPA approval. The intent of 
this recommendation, the committee said, is to assure that business is channeled 
to existing facilities before expansion of facilities is considered. 

2. Each service should review its requirements and designate specific items suited 
for distribution among a number of contractors. Such items, whenever possible, 
should be procured by competitive bidding, or if this method fails, by negotiation. 
To fully encourage competition in negotiation, lists similar to bidder lists are to 
be used in choosing sources of supply. Advance notice must be given of intent 
to negotiate, and adequate time is to be allowed prospective suppliers to prepare 
proposals. The purchase information will be included in the daily procurement 
synopsis issued by the National Production Authority. Procurement is to be 
broken into two or more lots, and multiple awards made wherever appropriate 
and feasible. 

3. Contracting officers should obtain agreement with suppliers that subcon- 
tracting will be used wherever possible. 

4. Prime contractors should be provided with incentives to subcontract to 
the maximum degree possible. The committee pointed out that attempts to 
hold down profits which may be earned on subcontract work to a level below that 
which normally obtains in a commercial practice nullifies the objective of spread- 
ing the contracts. Current cost analysis practices, the committee explained, tend 
to discourage subcontracting by allowing less administrative costs, overhead costs, 
and profits on subcontracted portions of prime contracts on the theory that it is 
less costly to the prime contractor te administer subcontracts than to do the work 
in his own plant. The committee concluded this tends to encourage prime con- 
tractors to build as much as possible of the completed product within their own 
plants. 

5. The Department of Defense should authorize payment of justifiable price 
differentials to accomplish the objective of keeping intact the facilities of small 
business. This should include such steps as utilization of marginal producers 
and the payment of transportation penalties where necessary. 

6. The Department of Defense should review its M-day production allocation 
program with a view to broadening, wherever possible, the number of eligible 
contractors. This is a list of producers known and inspected by the Defense 
Department as capable of supplying military items. It is used as an aid by the 
contracting officers in locating sources of supply. 

7. Defense Production Administration, National Production Authority, the 
Department of Defense, and all production and procurement agencies should 
continue existing programs of technical aids, production services, and contracting 
and subcontracting assistance to small business. 

8. These agencies should undertake a coordinated program of information 
concerning the basic objectives of small-business participation in defense produc- 
tion and the means by which this can be accomplished. This should include 
these steps: 

(a) Widely publicize the methods of Federal procurement so that small con- 
cerns will know where cto go for assistance in obtaining contracts. 

(b) Encourage all businesses similarly to publicize their need for subcontractors 
and the methods of their subcontracting activities. 

(c) Institute a program of educational forums and exhibits to expedite the 
location of additional suppliers. 

In order to measure the effectiveness of the policy, Mr. Harrison said periodic 
reports are to be submitted to DPA by the agencies concerned. Summaries will 
be made public from time to time, reporting the progress of small-business par- 
ticipation in Federal procurement, he said. 

The Small Business Executive Committee consists of: John C. Pritchard, 
Deputy Administrator for Small Business, Defense Production Administration, 
Chairman; the General Manager of the Atomic Energy Commission, and repre- 
sentatives from the Department of Defense, the Munitions Board, the General 
Services Administration, and the Defense Transport Administration. 
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PROCUREMENT Po.uicy FoR SMALL BusINESsSs 


The policy for defense procurement should accomplish the following with 
respect to small business: 

1. Spread available production across as wide a base as is possible by bringing 
into the defense effort on a prime contract, subcontract, or purchase-part basis, 
every qualified producer who can be used. 

2. Continuing and increasing effort must be made to search out and use the 
productive facilities of small enterprises for the current procurement program of 
the Federal Government. 

3. Government must make available to small business, information on require- 
ments so that the small manufacturer will have adequate knowledge of the steps 
required in getting subcontracts from primes, and prime contracts for himself 
when they are within his capacities or abilities. The initiative, however, for 
getting defense work in a small plant rests on the small manufacturer. 

t. Procurement procedures must be such as to encourage prime contractors to 
bring about the maximum amount of subcontracting with small-business concerns. 

5. DPA must assure itself that these small-business policies are properly 
implemented. Education and effective follow-up throughout the entire procure- 
ment function are essential to the program. 





RECOMMENDATION FOR IMPLEMENTATION OF Bastc PROCUREMENT PoLicy 


1. Direct that the production allocation program be reexamined. In all 
cases where production is of a type which can be performed by contractors or 
industries other than those now designated, that such designations be made not 
binding on contracting officers. Specific instructions to be issued in these cases 
to require competitive bidding or negotiation from a wide selection of contractors 
in every industry deemed capable of performing the work. 

It is obvious that such major items of procurement as ships, tanks, planes, 
and other highly complex products can be procured only from a limited number of 
sources. It is equally obvious that many of the less complex items can be pro- 
cured from a broad number of sources and from various classifications of industry. 
It is the intent of the proposed directive to review the production allocation 
program for the purpose of determining those items in the latter category. Each 
individual service to be instructed to review their production allocation program 
with this in mind and to report the action to broaden the number of eligible con- 
tractors. Consolidated report to be furnished to DPA by the Department of 
Defense. 

2. Direct that contracting officers require contractors to state in bid or negotia- 
tion whether or not additional facilities, either buildings or equipment, will be 
necessary to accomplish the work. If certificate of necessity or priorities assist- 
ance will be required by contractor for such buildings or equipment a proposal 
for certificate of necessity or priorities assistance to be submitted to the NPA 
for clearance prior to further negotiation with the contractor, and with the under- 
standing that no commitments of any kind be made to the contractor pending 
such NPA approval. 

Nothing within this proposed directive shall be interpreted to limit the building 
or installation of new facilities when it is shown that these new facilities are part 
of the planned expansion of the military production base. 

3. Direct that each service conduct a complete review of its requirements for 
the purpose of designating specific items which are particularly suited to the 
objective of spreading the load. These items to be procured by formally adver- 
tised competitive bidding whenever possible. When advertised competitive 
bidding is deemed undesirable in accomplishing the objective of spreading the 
load, negotiation may be used but it is directed that the following be utilized 
as far as practicable in order to bring into the procurement the greatest possible 
amount of competition: 

(a) Use lists similar to bidder lists in choosing sources with which to negotiate. 

(b) Give advance notice of intent to negotiate. 

(c) Allow adequate time for preparation of proposal. 

d) Break the procurement into two or more lots and make multiple awards 
where appropriate and feasible. 

14. Direct that a training program covering the problem of small business 
and the need for spreading the load be given to principal field procurement 
officers and headquarters representatives of the services, bureaus, and commands 
having procurement responsibilities. Direct that this be followed by refresher 
courses for contracting officers in the field at frequent intervals. 
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5. Direct that contracting officers, whenever possible, secure agreement in 
negotiations with suppliers that subcontracting will be used. Recognizing that 
full performance responsibility must remain with the prime contractor, it is 
desirable to secure agreement for subcontracting of the end item or all or part of 
specific subassemblies. Negotiations to this end must not operate to remove 
the performance responsibility from the prime contractor. 

6. Incentives to the maximum amount of subcontracting by prime contractors 
should be provided. Any attempt to hold down the amount of profit which 
may be earned on subcontract work to a level below that which would normally 
obtain in commercial practice operates to defeat the objective of spreading the 
load. 

Current cost-analysis practices tend to discourage subcontracting by allowing 
less administrative costs, overhead costs, and profit on subcontracted portions 
of prime contracts on the theory that it is less costly to the prime contractor 
to administer subcontracts than to do the work in his own plant. This acts to 
encourage prime contractors to build as much as posible of the completed product 
within their own plants and thus tends to defeat the objective of spreading the 
load. Contracting officers to be directed to fully recognize the actual cost to 
prime contractors in administering subcontracts, including purchase assistance, 
engineering assistance, material and production assistance, and other costs 
actually entering into the subcontractor relationship, as well as a profit margin 
adequate to encourage subcontracting. Care is required in distinguishing be- 
tween subcontracting for fabricated or assembled portions of the end item and 
the purchase of parts and components. The same principle applies to renego- 
tiation. 

7. Recognizing that many of the steps required to broaden the base and bring 
in small business may require the utilization of marginal producers or the pay- 
ment of transportation penalties it is suggested that a policy be developed which 
would authorize the payment of justifiable price differentials to accomplish the 
objectives of spreading the load. 

8. Direct reemphasis on the existing program of technical aids, production 
services, and contracting and subcontracting assistance to small business. This 
is a joint responsibility of DPA, NPA, the Department of Defense, and all other 
agencies having procurement authority. 

The Department of Defense has done much in this area pointing toward the 
appointment in each major procurement office of an officer or civilian in charge 
of a small-business office adequately staffed on a basis that will give real help 
to those seeking defense contracts. 

The National Production Authority will actively pursue a program of estab- 
lishing similar small-business offices inthe field. Military small-business offices should 
work closely with the National Production Authority small-business offices to 
the end that the greatest possible aid will be rendered to those wishing to serve 
the Government. 

Distribution procedures for product specifications should be reexamined to 
determine if it is feasible to get such specifications into the hands of more small 
concerns, 

Through the joint efforts of the small-business group in the procurement offices 
and field offices of NPA, information on pooling operations should be provided 
to manufacturing concerns in order that they may be fully familiar with this 
method of obtaining and performing jointly on defense contracts. 

A specific program of arranging for exhibits of typical small-business procure- 
ment items in regional procurement offices should be undertaken and in cases 
where production is being limited by lack of available capacity, exhibits of the 
specific item required including a breakdown showing all component parts should 
be installed. 

Additionally, the following should be undertaken: 

(a) Institute a broad educational program through the press, radio, television, 
and other media concerning the basic objectives of spreading the load. 

(b) Broadly publicize the desire of the Government to aid small business and 
outline the methods of contract so that small concerns will know where to go for 
assistance. 

(ce) Provide education to procurement and NPA offices concerning the need 
for prompt and informative replies to requests for information. 

(d) Perform on-the-site investigations of hardship cases, 

(e) Institute a program of educational forums between the military and NPA 
field offices and small-business groups. 

(f) Eneourage all businesses similarly to publicize the extent of their sub- 
contracting activities. 
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9. Direct that the individual services of the Department of Defense report 
monthly by Bureau of Census manufacturing areas or other suitable geographical 
divisions, the following: 

(a) Number and dollar amounts of prime contracts awarded- 

(1) To contractors employing 500 or less employees; 
(2) To contractors employing over 500 employees. 

(6) For a reasonable test sample of contracts, number and dollar amounts of 

subcontracts and purchase orders issued by prime contractors— 
(1) To contractors employing 500 or less employees; 
(2) To contractors employing over 500 employees. 

In order to accomplish (») it is directed that contracting officers incorporate 
this requirement in prime contracts and if necessary reimburse contractors for 
such work. Prime contractors to report such information to the contracting 
officer once for each contract as soon as job is sourced. No changes to be 
reported. 

Mr. Warts. I would like in further answer to your question to 
say that there are within this document, in the implementing recom- 
mendations, specific steps aimed at accomplishing the very point that 
you are getting at; and that is to increase the amount of competitively 
advertised bids and otherwise to make available for competition by 
small business, including negotiation, a greater portion of the total 
defense procurement. 

Representative Curtis. I have this statement here, your press 
release, and I do not find anything in there on the subject of adver- 
tised bids as opposed to negotiated bids. I do find quite a bit in 
regard to contracts and subcontracts. 

Mr. Warts. I would like to quote, sir, if 1 may, recommendation 
No. 3: 

That each service conduct a oomneee review of its requirements for the purpose 
of designating specific items which are particularly suited to the objective of 
spreading the load. These items to be procured by formally advertised competi- 
tive bidding whenever possibie. 

Representative Curtis. I know that is the standard policy. You 
were talking about implementing it. How is that to be implemented? 

Mr. Warts. This is the recommendation for implementation and 
it requires directives by the Department of Defense to their procuring 
offices; and I have no reason to believe that they will not do that. 

Representative Curtis. Does the Department of Defense have to 
take those recommendations? This has been a policy, understand, 
for some time; and yet the trend is in the opposite direction. The 
Army will come back and say, well, they need to negotiate these because 
some of the data is confidential. 

In some instances, of course, that is true. As we have gone out in 
the field, we just find that this is one of the acute problems; and al- 
though policy is one thing, the actual implementation is something else. 

Representative Evins. We are going to have representatives of the 
Department of Defense and the Army and the Navy and Air Force 
testify a little bit later on that subject. 

Representative Curtis. Of course here they say they set policy. 
And what I am trying to find out, Mr. Chairman, is what they are 
doing to implement that policy—just how they follow through, in other 
words. You set it? 

Mr. Warts. We set the policy and we direct and request that the 
Department of Defense and the Munitions Board issue the imple- 
menting directives. There is always a period of discussion as to exactly 
what it is that you mean. There is an eventual meeting of the minds, 
and the last document I have here in my hand from General Marshall, 
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dated April 30, gives assurance that they are actually going to do the 
things that we have requested. 

Representative Curtis. That is really what I am getting at. About 
the only way you can follow through, then, is just after making the 
policy, just ask them whether they are doing it. Would you take the 
trouble to go into it, or would you have the personnel to do it to de- 
termine whether they actually are doing what they say they are doing? 
That is what I am getting at. 

Mr. Warts. Yes, sir; we have as a part of this program a field 
review and follow-up and reporting system, which is intended to check 
the individual contracting offices to see whether or not first they have 
received the directives; and second, whether or not in practice they 
are actually following them. We will have coming to us for dissemi- 
nation to all interested parties the reports on what we find in the field. 

A very definite part of this program is the requirement that adequate 
reports be set up. As a matter of fact, Mr. Wilson has stated that 
he insists on having a comprehensive reporting system that will show 
what is being done with these things in actual practice; and we are 
setting up the mechanisms through the Small Business Committee to 
get the information. 

Representative Curtis. Our difficulty is that the results are just 
the other way, and that is why we are worried about it. 

Mr. Warts. We are worried about it, too, and I think that the 
figures that are available now show not a good picture; and I 
personally do not think they are as bad as they show, because there 
has not been the proper reporting system worked out yet with respect 
to the amount of subcontracting that goes to small contractors as a 
result of the letting of prime contracts. 

That is a very difficult and sometimes costly process to get at. 
You have to go down through so many tiers of subcontractors to get 
the ultimate information. But again we have asked the Department 
of Defense and the Munitions Board to, if necessary, pay for the 
development of that information so that we can get back from certain 
key contractors exactly what the story is and can get the true picture 
instead of only having a partial picture, which we have when you 
look only at the letting of prime contracts. 

Mr. Gipson. Notice the dates that are on those directives and on 
this opinion from the Comptroller General. They are all quite recent. 
The very figures that you quote to us are what has caused a number of 
these implementation programs and directives to be issued. 

We also were worried by the figures that you saw, and that is the 
reason for this activity at this time. 

Representative Evins. Mr. Pritchard, do you have a copy of the 
Comptroller General’s decision available for the record? 

Mr. Prircuarp. I will be glad to supply one. I have only the 
original of the letter. 

Representative Evins. If you would be good enough to furnish one 
for the record, it would be very much appreciated. 

(The matter referred to is as follows:) 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, May 8, 1951. 
Acting ADMINISTRATOR, DEFENSE PrRopUCTION ADMINISTRATION. 


My Dear Mr. Grrson: I have your letter of May 7, 1951, relative to the modi- 
fication of procurement procedures in order to save the productive capacity of 
small! business for present and future participation in the program which has been 








heat ar 


ae tinbatié 


oy ae ts 


>) ae eee 


SMALL BUSINESS IN MILITARY PROCUREMENT 69 


undertaken to develop and maintain the military and economic strength of the 
country pursuant to the Defense Production Act of 1950, Public Law 774, approved 
September 8, 1950. 

Your letter refers to the provisions contained in section 701 of the said act 
setting forth that it is the sense of the Congress that small-business enterprises be 
encouraged to make the vreatest possible contribution toward achieving the 
objectives of the act and setting forth some of the things that the President shall 
do in order to carry out this policy. Also, your letter states that, under the 
powers vested in your Administration by the Defense Production Act of 1950, and 
Executive Order 10200 dated January 3, 1950, vou have determined that the 
productive capacity of the many small plants throughout the country which may 
otherwise be lost due to curtailment of normal civilian production must be 
preserved. To this end, you have approved a statement of policy entitled “Pro- 
curement Policy for Smal! Business’ and a ‘Recommendation for Implementation 
of Basic Procurement Policy.” Your letter states that, at the request of the 
Munitions Board, the military departments have adopted regulations designed to 
implement this policy. The statement of policy as contained in the attachment 
to your letter is as follows: 

“The policy for defense procurement should accomplish the following with 
respect to small business: 

“1. Spread available production across as wide a base as is possible by bringing 
into the defense effort on a prime contract, subcontract or purchase part basis, 
every qualified producer who can be used. 

“2. Continuing and increasing effort must be made to search out and use the 
productive facilities of small enterprises for the current procurement program of 
the Federal Government. 

“3. Government must make available to small business, information on require- 
ments so that the small manufacturer will have adequate knowledge of the steps 
required in getting subcontracts from primes, and prime contracts for himself 
when they are within his capacities or abilities. The initiative, however, for 
getting defense work in a small plant rests on the smal! manufacturer. 

‘4. Procurement procedures must be such as to encourage prime contractors 
to bring about the maximum amount of subcontracting with small-business 
concerns. 

“5. DPA must assure itself that these small-business policies are properly 
implemented. Education and effective follow-up throughout the entire procure- 
ment function are essential to the program.” 

The letter states that the policy which you have adopted and the implementing 
regulations of the military departments contemplate the following procedures with 
respect to negotiated procurement: 

“1. The making of awards to responsible concerns other than the one submitting 
the lowest offer, in those instances where the public interest dictates the need for 
so doing in order to retain in operation existing small-business capacity or to 
encourage or develop additional small-business manufacturing facilities, particu- 
larly those removed from the same area in which facilities classed as large business 
are producing or manufacturing similar materials. 

“2. The making of awards to responsible concerns other than the one sub- 
mitting the lowest offer, in those instances where so doing will result in prime 
contracts with contractors who will subcontract to small business in the manner 
desired in order to accomplish the objectives stated in 1 above. 

“3. Except where disclosure would be inimical to the interest of the Govern- 
ment, giving the widest possible publicity, including notice through newspapers, 
to requests for the submission of offers, so as to insure the broadest possible 
participation of smal! business firms in the supply of essential materials and 
services.” 

My opinion is requested as to whether the methods of award of contracts to 
small business concerns and to other concerns which will subcontract with small 
business concerns, as described above, are proper under existing law. 

Section 2 (c) (1) of the Armed Services Procurement Act of 1947 (62 Stat. 21), 
referred to in your letter, provides that contracts for purchases and supplies may 
be negotiated by the agency head without advertising as ‘“‘determined to be neces- 
sary in the public interest during the period of a national emergency declared 
by the President or by the Congress.”’ It is understood that, pursuant to 
the national emergency declared by the President of the United States on 
December 16, 1950, the Procurement Assistant Secretaries of the Army, 
Navy, and Air Force, on December 18, 1950, made determinations in accordance 
with said section 2 (c) (1), that it is necessary in the public interest that purchases 
and contracts be negotiated without formal advertising during the period of the 
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said national emergency and authorized the negotiation of contracts and pur- 
chases for supplies under section 2 (c) (1). 

Section 2 (c) (3) of Executive Order No. 10200 provides that, in carrying out the 
functions assigned to him, the Defense Production Administrator shall— 

(3) Make determinations as to the provision of adequate facilities for defense 
production and as to the procedures and methods followed by executive agencies 
with respect to the accomplishment of defense production programs, including 
those with respect to purchasing, contracting, and specifications.” 

In view of the authority vested in the Defense Establishments by the above- 
quoted provision of section 2 (c) (1) of the Armed Services Procurement Act of 
1947, and of the determinations made by the Procurement Assistant Secretaries 
of the Defense Departments, and in view of the authority vested in you by Execu- 
tive Order 10200, and of your determination that the productive capacity of 
small plants throughout the country must be preserved in order to carry out the 
purposes of the Defense Production Act of 1950, you are advised that this Office 
will not question otherwise proper payments under contracts awarded pursuant 
to the procedures quoted above, or to similar procedures where the purpose is 
to broaden and maintain the industrial base of suppliers. It is to be understood, 
of course, that this Office will question and take appropriate necessary action in 
cases coming to its attention of awards which are made by reason of collusion, 
fraud, or favoritism or where there otherwise appears to be an improper exercise 
of authority to negotiate contracts for the purpose set forth. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 

Representative Evins. Mr. McKinnon. 

Representative McKinnon. Mr. Watts, I think equally as impor- 
tant is the fact that during the negotiated-bid period we had the 
advantage of negotiated bids of breaking down the lot small enough 
to where an average small-business man could come in and get an 
order and handle it. 

Now if these advertised bids are lumped together in one great big 
order, that in itself will disqualify many of the small-business outfits 
from coming in and bidding because they cannot handle the order. 

In going into an advertised-bid program, are you contemplating 
breaking those bids down into smaller units so that you get a larger 
participating in the bids from small business? 

Mr. Warts. Yes, sir; we are. That is a very definite part of the 
program, that you break down the procurements into small lots and 
make multiple awards wherever it is a practicable thing to do. 

Representative McKinnon. That is a good step forward. Now, in 
breaking down these lots, are you going to break them down so that 
the bidding can come upon a geographical basis more or less to where 
the goods will be sent to ultimately? 

In other words, let us say the Navy is buying shirts. Let us say a 
portion of the shirts is going to be used on the west coast and a portion 
in New England, and a portion, say, used down around New Orleans. 
Will you be looking toward breaking those lots down so that the manu- 
facturers down in the New Orleans district can bid on the lots to be 
used in that section; and a Pacific coast manufacturer on the Pacific 
coast can bid on the lot to be used in that section; and a northeastern 
United States manfacturer for the Northeast? 

Mr. Warts. That is the intent. Now, specifically as to spelling it 
out in the way in which you have outlined it, that is a matter, I think, 
that has to be handled by the military on each procurement. I think 
they understand well enough from the policy that we have laid down 
that geographic dispersal, and General Marshall’s own document as far 
back as December 18 outlines that pretty clearly, is in the interest of 
the whole national economy and the national security, to spread the 
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procurement as widely as possible. But you have to get down to a 
consideration of an individual procurement of shirts and see who are 
the available sources of supply before you can make the decision. 

Representative McKinnon. In breaking it into lots, though, it 
would be just plain good sense to group the lots together according to 
their geographic delivery, would it not? In other words, you would 
not want half of the portion going to, say, San Francisco for delivery 
and the other half going into Boston. 

Mr. Warts. That is correct. But 1 would like to refer to a state- 
ment that was made earlier here, that sometimes in the interest of 
small business you might not want to do that. You might want to 
put the San Francisco portion in New York or in the East to favor 
small business. There has to be a balance between these two 
things, and that is what Jack Pritchard calls the economy factor. 

Representative McKinnon. It certainly would not make sense to 
put half of San Francisco’s end in New York and the other half of 
San Francisco’s end in, say, New Orleans, and half of Boston’s end 
in San Francisco, and so forth. 

Mr. Warts. I think that is basically fundamentally good business. 

Representative McKinnon. One step further on small business. 
That is the matter of procurement offices and information offices. 
By and large we find in our investigations around the country that 
the military forces have some very good men in these various pro- 
curement offices. They handle their stuff well. I have been very 
proud of the way that they take an interest in helping small business. 
But here and there you run across the fact that there is no pro- 
curement office in a certain section of the country that has a pretty 
good economy in a certain regard for small-business men to come in 
and bid on that particular type of product. Yet there is no procure- 
ment office there available. 

Now, on the west coast, for instance, we have a large textile in- 
dustry, but the nearest textile office is New York; and because all 
of the textile manufacturing in California, say, is small, they must 
come back to New York and find out what is on the book and what is 
coming up, what they can do and the information necessary to make 
a satisfactory bid. 

Now, a small-business man cannot make four, five, or six trips 
back to New York and still stay in business and keep his production. 

Representative Evins. Mr. Multer would like them to come from 
California to New York. 

Representative Mutter. I frankly stated when I was in California 
that while I would like to see New York get all the business, I did 
want to see the California business kept going even at the expense 
of taking some of those contracts there. 

Representative McKinnon. Of course, what we want to do is get 
the best we possibly can; and I think the better spread the informa- 
tion is, the more available it is to all the bidders, the more it is likely 
that the procurement services will save money. 

If we are going to help small business out, one of the best ways to 
help them out is to have procurement offices available where a con- 
centration of a certain industry will happen to be. Do you agree 
with that, Mr. Watts? 

Mr. Warts. I think that the spreading of information and pro- 
curement is more in the field in which Mr. Pritchard has been operating 
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through the field offices of NPA; and if I may, I would like to have 
him answer that question. 

Representative McKinnon. Fine. I would be very glad to have 
him do so. 

Mr. Prircnarp. It seems to me there are several factors that 
might determine the policy or the program of the dispersal of pro- 
curement, one of which certainly would be the need in industry for 
the procurement contact. I think that that is one factor that should 
be and will be taken into account by the procurement office, regard- 
less of its location. 

We have across the country multiple problems of requests for addi- 
tional procurement office establishments. Whether or not it is wise 
to divide the concentration of procurement and to place part of it in 
one section and another part in other sections is, of course, a matter 
for the technical decision of the procurement officer, it seems to me. 

But we are doing a variety of things to acquaint all small business 
with the location of the purchaser and of his requirements. I think 
those things will be increasingly effective as we move into the next 
very few months. 

Representative McKinnon. One of the chief cries we heard on 
this tour around the country was the fact that the small-business 
man could not get information that would enable him to bid on con- 
tracts. He did not know where to turn. He did not know how to 
go about the thing. 

When we ran into, say, large centers like San Francisco and Los 
Angeles where you had procurement centers for certain types of 
things, the far-away businessman was not very much assisted by 
going into one of these procurement offices. One of them did help on 
certain contracts, and they had a place to turn to. 

That is a help to a small-business man who feels pretty lost when 
he gets a long invitation to bid and does not know what todo. The 
more you can spread that information, the more bids you are going to 
get; and I feel the more bids you are going to get, the better prices 
you are going to get; and the better you are going to serve small 
business and the better small business is going to serve the country. 
Information is a very vital thing to getting people in to bid. 

Today | still think you have quite a way to go. I think you have 
made remarkably good steps in the small length of time you have 
been in business, but there is still a great need for spreading infor- 
mation and assisting these small-business men to help them ascertain 
the data in order to bid successfully on these contracts. 

Mr. Prircnarp. We agree with that, and in a variety of ways are 
improving, | believe, the dissemination of information. One of those 
ways has to do with exhibits, some of which are being sponsored by 
the services; others are being sponsored by other organizations, some 
private organizations. Those exhibits of bits and pieces will do much 
to help the smaller fellow see what it is that he can best do in this 
program. I think that is part of the information about which you 
speak. 

Representative Evins. Mr. McKinnon, any further questions? 

Representative McKinnon. No, | just want to say I think you 
fellows have done a good job for the length of time you have been 
in business. But speed is very imperative for the small-business 
man who is hanging by a thread today and is almost on the verge 
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of being shut out; and it is necessary we make all haste possible if 
we keep these fellows alive. That is all, Mr. Chairman. 

Representative Evins. Mr. Riehlman? ! 

Representative RrexiMan. Just this question directed to Mr. 
Pritchard. I think in the question that was asked you some time 
ago with respect to what was being done in the way of loans to small 
industries and certificates of necessity being issued, your statement, 
I think, was something like this, that there was progress being made 
but particularly in the prefabricating industry there was an objection 
to that program and to the dispersal program. Where did that 
objection come from? 

Mr. Prircnarp. | think I failed to make my point, sir. 

Representative Rizsnuman. What? ; 

Mr. Prircnarp. Any activity which might tend to increase a 
facility already in sufficient supply we believe to be detrimental to 
the effort in which we are engaged. Now, whether that activity is 
a loan or whether it is a tax incentive, it seems to us it does not make 
very much difference. 

Generally we have felt that there should be no expansion of plant 
in processing or fabrication. ‘Those are the fields of small business 
generally. On the contrary, we feel that there has been and should 
properly be a substantial increase in plants devoted to the production 
of material; and in that field small business is not often found. 

Representative RrexiMan. | understood you to say on two occa- 
sions that there was certain objection or criticism to that program, 
and I wondered where that was coming from. Maybe I misunder- 
stood your statement. 

Mr. Prircuarp. No; I have not made that statement. 

Representative Risa_MAN. | am sorry. 

tepresentative Evins. Mr. Newby? Mr. Newby is. special 
counsel for the Senate committee. 

Mr. Newsy. Who in the Defense Production Administration is 
responsible for assisting groups which are interested in pooling 
arrangements? 

Mr. Priresarp. That responsibility finally is in the hands of the 
Administrator to approve those production pools which are organized. 
Now, I have been assisting the Administrator in the technical steps 
that are required to offer them immunity from antitrust laws. 

Mr. Newsy. Admiral Ring who testified here yesterday indicated 
that all pooling arrangements would have their beginning with the 
Defense Production Administration. I wondered what your under- 
standing was of the steps they should take in order to be approved as 
a pool producer? 

Mr. Prircuarp. There is a set of specifications in written form— 
we will be glad to provide you a copy—that spells that out in detail. 
Briefly, the first step is to hold an initiatory meeting in the presence of 
a representative of the Federal Government. In that meeting they 
decide on their type of organization, whether they will incorporate or 
not. 

Mr. Newsy. Which branch of the Government is this representa- 
tive from? 

Mr. Pritcuarp. The administrative branch. 

Mr. Newsy. The Army or the Navy or the Air Force? 
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Mr. Prirenarp. Generally a representative of the Department of 
Commerce is one who is available to them. I do not think it is limited 
to that representation, but that is the usual representation that is 
available to the group. 

Representative Evins. Department of Justice representative gen- 
erally also? 

Mr. Prircnarp. Not necessarily so. The Department’s approving 
opinion is certainly necessary to provide immunity to the group. After 
the various qualifications are met by the group, the application is 
processed by the Administrator’s request—the Administrator of 
DPA— is processed through the Department of Justice, the Federal 
Trade Commission, and finally on the request of the Defense Depart- 
ment, by the Department of Labor. 

Thereafter, if the affairs of the pool are in order and have been ap- 
proved by those agencies, the pool itself is approved by the Adminis- 
trator of DPA. Does that answer your question? 

Mr. Newsy. Yes, thank you. And we can get a copy of —— 

Mr. Prirenarp. Yes, sir. 

Mr. Newsy. In connection with Representative Curtis’ question 
to you about advertised versus negotiated bidding, did not the Small 
Business Executive Committee of DPA last month make a study of 
how many items have been listed on the Department of Commerce’s 
daily invitation-to-bid list over a period of time, and find that there had 
been a decrease, a pretty important decrease, during the period be- 
tween December and February? 

Mr. Prircuarp. They did. 

Mr. Newsy. Now as a matter of fact, did you not find that during 
the week of December 4-8, 1,603 contracts were listed for the Army 
that is, invitations to bid—whereas during the week of February 12-16 
there were only 80 listed? 

Mr. Prircnarp. I believe those are the correct figures. I do not 
find a copy of my statement here. 

Mr. Newsy. Asa result of having made that finding, did vou have 
anv discussions with representatives of the Department of Defense? 
And what were the results of those discussions? 

Mr. Prircuarp. We have had continuing discussions with repre- 
sentatives of that Department on this subject. Those discussions 
go on almost daily and without regard to any stated meeting of the 
executive committee. 

There is improvement, prospective and real, at the moment, in 
those listings; and it is my understanding that beginning on May 15 
there will be published the intent to negotiate, which will, I think, 
vers materially assist in the correction of the matter that has been 
discussed here earlier. 

Mr. Newsy. In connection with that study, did you not also find 
that the number of awards listed in the weekly publication by Com- 
merce were very much lower than numbers of invitations to bid being 
published? 

Mr. Prircuarp. That is true. 

Mr. Newsy. Did that not indicate to you that all of the negotiated 
awards of substantial sums might not be listed, might not be sent to 
vou by the Defense Department for listing? 

' Mr. Prircnarp. I am sure that that is true, too. 

Mr. Newsy. Did you have any discussions on that point to find 

out where the slip-up was? 
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Mr. Pritcuarp. The Department of Defense and the Munitions 
Board—and I think each of the services—holds strongly to the thesis 
that security is violated by the publication of certain types of awards, 
and sometimes by the publication of complete information on an 
award that is otherwise nonrestricted. 

We have requested them to entirely review their handling of the 
matter of security, and | feel that such a review will result in a sub- 
stantial increase in the publication of awards. 

Mr. Newsy. Do I understand, then, that actually the Department 
of Defense was withholding from the Department of Commerce data 
about awards which are not in that classified group as secret and so 
forth? 

Mr. Prircnarp. I cannot make answer to that with any definite 
statement, sir. I know only of their intent to withhold those awards 
which in their opinion constitute a violation of security. 

Mr. Newsy. And that in spite of the fact that the dollar volume was 
not published anyway? 

Mr. Prrrenarp. That is right. 

Representative Evins. Mr. Pritchard, I am sure this committee 
applauds your request that the Defense Department review its items 
for making known the identity or giving full information on the negoti- 
ation of contracts. We feel that certainly tanks and planes and guns 
and things of that category are in the security class; but there are 
canned items, canned foods, thread, many other items that small- 
business men could participate in that should not be included in the 
security category. 

Mr. Carlton Hayward of the Department of Commerce field office 
testified before the House Appropriations subcommittee recently 
that the Defense Department security regulations have stymied his 
efforts to give small business information about defense contracts 
because of blanketing and covering everything under security. 

He said that the information made available through the 6,000 
information offices ‘‘is practically useless uniess it showed quantity and 
dollar volume.” 

Are there any further questions from Mr. Newby? 

Mr. Newsy. Just one. A press release put out by Mr. Harrison 
on April 23, indicated that DPA was requesting the governors of the 
various States to catalog the industrial facilities in those States which 
might be available for defense production. I was wondering whether 
DPA had any plans to utilize that information on a central programing 
basis? 

Mr. Prrresarp. Yes, indeed we do. We find that there is no 
national inventory of plant facility. We find, on the other hand, that 
there are very substantial and ofttimes very valuable local inventories 
of plant facilities, and we have asked the State agencies, the State 
committees or commissions, to make a study for us as to where those 
inventories are, the extent of the same, the quality of the same, and 
the current condition of them. That study is now going forward and 
we are beginning to get reports on it. 

To use those inventories, we will tie in with our field staff from the 
Department of Commerce and with the small-business specialists 
that are being placed and will be placed in the field by the armed 
services to bring to their attention at all levels the idle pliant facilities 
as they are located and identified. 
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Mr. Newsy. That will be on a local basis, though, or a regional 
basis? 

Mr. Prircuarp. That is right, sir. 

Representative Murer. Is not that information the various States 
have been asked to gather together in large part a duplication of 
information already on file in the Munitions Board? 

Mr. Prircuarp. I| think not, sir. 

Representative Mutter. They have tremendous files listing all the 
facilities and inventory of industry throughout the country. 

Mr. Prirvcnarp. I know of no listing in a Federal agency that is as 
complete as are those listings now in the field in the hands of various 
agencies and people. 

Representative Mutter. We have been told that the Munitions 
Board has been gathering together all this information from industry 
all over the country as against the day when we would have to have 
all-out mobilization of industry as well as manpower; and from the 
information we have been given, I would think that we have got all 
the information right there exe ept it may be necessary in some in- 
stances to bring it down to date. 

Mr. Prircuarp. I think it is out of date, sir, and of course I cannot 
speak for the military on what they have there. I know of no such 
adequate information. 

Representative Mutter. But the Munitions Board has been advis- 
ing people to list their facilities with them rather regularly and keep 
a listing of their facilities up to date. 

Mr. Prircuarp. And yet the usual complaint we have, sir, comes 
from the small business firm who has not listed and who is not rec- 
ognized. 

Representative Mutter. In the complaints we have gotten all 
over the country, these men have listed their facilities with the 
Munitions Board hoping that that is where they would get the pro- 
curement; and then they were told that that listing is just for mobili- 
zation purposes and they had better list themse ‘Ives also with the pro- 
curement agencies. I think there is a tremendous duplication of 
effort being made somewhere. 

Mr. Prircnarp. To come back to that point, we certainly have 
intended no duplication of effort. All we intended is to locate the 
information itself and to make that available for use. We do not 
intend to take a new inventory. 

Representative Mutrer. Is that not the very thing the Munitions 
Board is supposed to have already done, gathered all that information 
together in one place from every nook and cranny in the country? 

Mr. Prirenarp. | think that their activity has not been a current 
one, and that it is out of date and is perhaps not thorough. I state 
that as an opinion, and again I say I cannot speak for them. 

Representative Mutrer. They told us within the last 10 days, 
because of the tremendous amount of work and personnel required 
for that, they had to move their offices out of the Pentagon and take 
additional space in the Old Post Office Building. I know wherever 
we have conducted hearings, people have been told, ‘““Now, you list 
vour facilities, if you have not already done so, with the Munitions 
Board’’—and then of course they were told, ‘‘Don’t wait for that; 
list with the procurement agenciesand go to the procurement agencies.” 

Mr. Prircuarp. We intend no duplication of effort, sir, 
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Representative Evins. Mr. Dalmas, do you have any questions? 

Mr. Daumas. No questions at this time, sir. 

Representative Murer. | wanted to tie up some loose ends, if I 
can. Several of the offices of NPA are now more or less completely 
staffed in various places. Is that not so? 

Mr. Prircesarp. Field offices you speak of? 

Representative Murer. Yes. 

Mr, PrircHarpb. Some of them are, sir. There will be substantial 
additional staffing required under the controlled materials plan. 

Representative Mutter. What I have in mind specificaily is: 
Have those offices that are fairly completely staffed now been author- 
ized to process hardship cases through to a conclusion and make a 
decision, or must they simply process and recommend and send them 
down here? 

Mr. Prircnarp. At this time they process and recommend and send 
them in here. 

Representative Mutter. Do you foresee the possibility in the very 
near future of giving them the authority to process and decide those 
cases, subject to review here, instead of sending them down here for 
decision? 

Mr. Prrrenarp. Under the controlled materials plan and within 
their proper areas, there is that possibility; and I should think that it 
would become a probability quickly. 

On the handling of special cases, in the so-called free area of supply, 
I do not see any probability of that happening; and | cannot quite 
agree that a dissemination of that authority would do other than to add 
to the dislocation of supply with which we are struggling today. 

Representative Murer. Let me revert to the question of certifi- 
cates of necessity. What criteria are set up for determining whether a 
certificate of necessity should be granted’in any particular instance? 

Mr. Greson. First it has to be in a defense effort. There have to 
be no other facilities available. 

Representative Mutrer. I am glad to hear vou say there are sup- 
posed to be no other facilities available before the certificate of neces- 
sitv has been granted, because there again our information is that 
certificates of necessity have been granted for increased facilities, when 
facilities were available, not by the prime contractor who is seeking 
the certificate of necessity but bv other people in the immediate 
vicinity of those plants who could do the jobs. 

We have had subcontractors come to us and tell us that “Our primes 
have told us that we can go on doing this for 3 months or 6 months or 
9 months, but that is all we are going to get because they are going to 
increase their facilities. And by the end of that period’’—whatever 
period is named by them—‘‘we will have no further use for your 
subcontract.” 

I know in some of those instances the primes have gotten certificates 
of necessity to increase their facilities which would be just as efficiently 
served by using these subcontractors that they have been using up to 
now. I think that requires very urgent and serious investigation by 
vour Administration. 

Mr. Gipson. I certainly would be very glad to hear of specific cases. 
There is no question but what we have not been perfect; and there 
have been, I do not doubt, instances where things like that have 
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occurred. But it is most urgently our belief and our thought that 
that must not occur. 

To date, of course, the great majority of certificates of necessity 
have been issued for the expansion of materials and those instances 
are always very difficult to tell where, when, and how we could get 
them, and also to disperse the production for steel and aluminum and 
things like that. 

Every effort is being made, and, as I say, we are not perfect; we have 
done some things that I think we might not do again. But in the main 
I really believe it has been well done. 

Representative Murer. I think that in the main you have done 
an excellent job, too. Mr. Gibson, would you care to comment on the 
principle of setting up a small defense-plants corporation? 

Mr. Gisson. Frankly I do not believe at this time that that would 
meet the situation. We are in a partial mobilization rather than a full 
mobilization period, and I think this is a matter of materials rather 
than the placing of defense business that is important to your small 
business. 

I do not.believe that that would go to the root of the difficulty at 
the present time. I think the things we are doing will produce more 
results than your small defense plants would produce today. 

Representative Mutrer. Look at the duplication of effort we have: 
A small-business office in the Munitions Board doing a good job; a 
small-business office in every one of the divisions of the emergency 
agencies, all trying to do a good job. 

Do you not think we might be able to do a better job if we concen- 
trated that all in one small-business agency? 

Mr. Gisson. | do not today, in the present state of the mobilization 
effort, sir. 

Representative Mutter. Thaok you, Mr. Gibson. I am an old 
Brooklynite and I am always proud to have a Brooklynite with us. 

Representative RreH~tmMan. I would like to make this observation 
to the chairman, a sort of a reply to my distinguished colleague from 
New York, Mr. Multer, about the certificates of necessity. 

Mr. Gibson realizes the fact that the Expenditures Subcommittee 
of the House, headed by Mr. Hardy, has made a rather hasty investi- 
gation of that field, which we are at the moment writing a report on. 

I hope the members of the committee and the members of the 
Administration will take a good look at that report, because I think 
a great many things can be gained and probably some errors in the 
future eliminated if some attention is given to that report when it 
comes out. 

Mr. Gipson. I agree with you most thoroughly, sir. 

Representative Evins. I am sure the Senate committee and the 
House committee feel that this has been very helpful to have you 
come before us and let us discuss our problems generally. We note 
the good work you are doing. We know you have problems difficult 
of solution, and difficult problems during this emergency. We are 
all working toward the achievement of the same goal. We appreciate 
very much your coming before us. It is possible we may want to 
hear you further, and if so, could you come again? 

Mr. Gisson. We are available, of course, at all times 

Representative Evins. Thank you, Mr. Gibson, Mr. Watts, and 
Mr. Pritchard. 
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Mr. Jess Larson, Administrator of General Services Administration, 
and Mr. Maxwell H. Elliott, general counsel. We have about 25 
minutes before the House convenes. We are mighty glad to have you, 
and we appreciate your coming before the committee. I am sure 


the committee is glad to hear your testimony. 


STATEMENT OF JESS LARSON, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION; ACCOMPANIED BY MAXWELL H. 
ELLIOTT, GENERAL COUNSEL, GENERAL SERVICES ADMIN- 
ISTRATION 


Mr. Larson. Thank you very much, Mr. Evins. I say with the 
utmost of sincerity that it is always enlightening and stimulating to 
me to appear before a committee engaged in the undertaking in which 
this committee is engaged, because it has long been a subject that is 
close to my heart and one dating back to my experience in the disposal 
of surplus property that we had a lot of dealings with, so to speak. 

I have no prepared statement, Mr. Chairman. It was my under- 
standing that the committee wished to interrogate me about certain 
phases of the General Services Administration programs and program 
generally within the civilian agencies of the Government insofar as 
they concern small-business matters under the jurisdiction of this 
committee and emergency matters; and perhaps you would desire to 
interrogate me regarding our coordination and cooperation with the 
Military Establishment in the field of procurement policy. 

Representative Evins. | am sure the committee would like to ask 
a few questions. I have a few in mind, Mr. Larson. Since the 
organization of your new agency consolidating the procurement of 
civilian agencies of the Government under your direction, have you 
been operating under the advertised bid basis or on a negotiated basis, 
for procurement? 

Mr. Larson. First of all 1 would like to make it clear that we do 
not operationwise do all of the procuring for the civilian agencies of 
the Government. We are charged with the formulation of policy, 
issuance of regulations, and for policing and reporting to the Congress 
in those areas. 

We do perform, more so than does any other civilian agency, central 
procurement. Our big field is in the field of common use items. 
Specifically in reply to your question, we will so long as it is humanly 
possible to do so, and meet our responsibilities, indulge primarily in 
advertising for bids as our principal method for procurement. 

Representative Evins. You disseminate and pass that information 
on to other interested agencies of the Government, and if they wish 
to make purchases, do they make those individual purchases them- 
selves, or direct you to do so? 

Mr. Larson. There are certain categories of our supply operation 
where we have exclusive jurisdiction in procurement. There are 
certain other fields where we do not have exclusive jurisdiction. 

Generally speaking, in the area of common-use items—I mean the 
items that are used by one agency to the same extent they are used 
by another agency, or items that are interchangeable as between 
agencies—we maintain supply installations; and we have located 
throughout the country 12 stores, we call them, they are depots, from 
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which the agencies of the Government and their field offices may 
draw or requisition for these common-use items of supply. 

In addition to that, we negotiate and advertise for what we call 
schedules, supply schedules. Those supply schedules cover such 
items as it is not to the best interest of the Government to warehouse 
items such as automotive parts and things of that sort is an example. 
Those schedules run from 3, 6, to 12 months, depending on the normal 
procurement period in the particular commodity involved. 

Representative Evins. Do you procure these items on your own 
initiative, or after a request by agencies of the Government? 

Mr. Larson. That is the third category of procurement. To 
complete my explanation of the schedules, the supply schedules, those 
are generally common-use items, too. But, as I say, it is not economic 
to set up and warehouse and stock such items. Then those schedules 
are distributed to the agencies of the Government, and the agencies 
then put in their orders and procure directly from the manufacturer 
or the supplier. 

In the third category are those items of spot procurement or special- 
purpose procurement where the agencies make calls upon us to perform 
certain procurement functions for them. Those are, generally speak- 
ing, the three categories of items. 

Representative Evins. Those items which you purchase for com- 
mon use and other items, are all of those now on a negotiated basis? 

Mr. Larson. No; most of them are not on a negotiated basis. 

Representative Evins. What are the percentages in both cate- 
gories? 

Mr. Larson. I have it broken down in what we call our specia! 
programs, and our regular programs. Our regular programs, the 
report ending 6 months, December 31, 1950; the next report due is 
June 30; and I am sorry, I do not have any interim information here. 
But in our regular programs which would include the common-use 
items that vou referred to, 85 percent of that program is procured by 
advertising for bids. 

Representative Evins. If you can give us the figure of participation 
by small business in that procurement? 

Mr. Larson. The participation by small business in that particular 
procurement, which is advertised and which covers our regular pro- 
grams, which includes mostly our stores operation, 46.5 percent is 
procured from concerns qualifying as small business. 

Representative Evins. 46.5? 

Mr. Larson. 46.5. 38.5 from other businesses, which are larger 
than the numerical definition for small business. The remaining 15 
percent of that program is negotiated contracts. 

Representative Evins. Of those figures you have given for the 
contracts obtained on an advertised low-bid basis, small business may 
receive a larger share in participation than on a negotiated basis, the 
figures may disclose? 

Mr. Larson. I think that :s true, Mr. Evins and gentlemen of the 
committee; and I think it is actually a matter in procurement that 
what the small-business man wants and needs and deserves is timely 
information that will permit him to participate in these programs. 
That has been the nub, so to speak, of programs and procedures 
which we have issued in General Services to carry out the mandate 
of the Congress in regard to small business participation in Govern- 
ment programs, 
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Representative Evins. This committee has received numerous com- 
plaints regarding the drawing of specifications, that they are so drawn 
that they “could not participate or that the time ele ‘ment was so short 
they could not participate. I do not believe, however, that those 
complaints were largely directed at your agency. 

Mr. Larson. It is a matter of some concern to all of us in Govern- 
ment, both military and civilian, and a matter to which we are 
giving grave concern, and a great deal of attention is being applied to it. 

I think the cataloging program and standardization of specification 
program, which programs are being carried on jointly by GSA and 
the Munitions Board, will go a long way toward eliminating that. 
We are constantly concerned about that. We are concerned about 
tendencies in the Government to deviate from standard civilian 
items so far as their specifications are concerned. 

And in the case of the civilian agencies, we have a program, and we 
are pushing it rather hard, that we eliminate so-called nonstandard or 
unusual specifications in common use items. 

Representative Evins. You have spoken heretofore of cooperation 
and coordination with other agencies of the Government. Does that 
include the military establishments and all the services? 

Mr. Larson. Yes; our point of contact there being the Munitions 
Board. In keeping with the directive issued by the President on 
July 1, 1949, there was set up a committee composed of the Chairman 
of the Muntions Board, the Director of the Bureau of the Budget, 
and the Administrator of General Services, to coordinate the supply 
and procurement programs as between the civilian agencies of the 
Government and the military. 

Representative Evins. I am speaking about the military now. To 
what extent does your agency participate or aid or assist the military 
in procurement? 

Mr. Larson. As a result of that committee which I spoke of, 
working groups have been formed representing the civilian agencies 
and the military departments through the Munitions Board, where 
we have approached some of these common problems of supply and 
of procurement. 

The results of that cooperation and coordination have been, in my 
opinion, noteworthy. Not nearly so much has been accomplished as 
[ think will eventually be accomplished, but a great deal has been 
accomplished. And to get down to specific examples in reply to your 
question, what type of coordination insofar as actual procurement has 
been effected: As of today, as a result of a memorandum of under- 
standing entered into between ourselves and the military, the military 
establishments are using to the extent practically possible, our stores 
system for the procurement of common use items carried by those 
stores. 

Now, that is limited because we carry a limited number of items 
in our stores operation. That has been limited because of lack of 
capital and lack of funds for carrying on a larger stores operation. 
We will not be able by any means to satisfy all of the requests made 
upon us by the military for common-use items. 

That field in which we think we are perhaps as well equipped as 
anybody in the Government to serve until we have our supply fund 
properly financed and are in a position to meet calls made upon us 
by all the agencies of the Government, including the military. 
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Representative Evins. I do not want to monopolize all the time. 
I know that other members of the committee want to ask you some 
questions. I just want to get the point: To what extent is your 
agency aiding the military in the procurement of any military sup- 
plies or other supplies? 

Mr. Larson. The point which I indicated through our stores, those 
common-use items. So far as any military items are concerned, we 
do not participate in such procurement as a result of any directive 
placed upon us by the military. 

Representative Evins. Common-use items, if you had sufficient 
funds and had them in the stockpile, could not the military acquire 
them through you rather than from other sources if you were given 
that 

Mr. Larson. It is my feeling that, after having observed the 
problem and studied it a great deal, if our stores system were capable 
of meeting the requests made upon it, within a comparatively short 
period of time the military establishments in this country would 
grow to depend upon that stores system for a majority of their com- 
mon-use items, to be used in this country, I should say. 

If it has to be packaged for overseas shipment and so forth, then 
it involves a special problem which we are not equipped to handle. 

Representative Evins. Mr. Riehlman? 

Representative RreHiMan. Mr. Larson, could you give us for the 
record a few of these common-use items that you are referring to? 

Mr. Larson. Typewriters, business machines, paper, maintenance 
supplies for buildings, cleaning supplies, and items in those cate- 
gories—furnishings. 

Representative RreatMan. Our experience in World War II, | 
think, taught us that many of the agencies were in there competing 
for these different items, and when we got through we had a tremen- 
dous stockpile of them all over the country. Is that not true, sir? 
You handled the war assets program. 

If we followed the program that you have outlined here today, is it 
not a pretty good assurance that in this mobilization program we 
would have a duplication of that and a duplication of supplies of all 
these different items known as common-use items that you have refer- 
red to in all of our installations across the country? 

Mr. Larson. There is a great deal to what you say, Mr. Riehlman, 
and you have had long experience in observing both the growth of 
GSA and the operations of the surplus disposal under War Assets. 
I of course agree with you because I have shared with you those obser- 
vations. 

I think that as a result of the creation of GSA, we are now in a 
position to eliminate to the maximum extent possible competition 
between agencies for the same markets. That is particularly helpful 
here in this period of critical materials because critical materials go 
into common use items, 

I would not say, however, that all of our surpluses generated as a 
result of World War II came about as a result of competing agencies. 
A great many of those surpluses came about, I think, because of lack 
of inventory control. The result is the same. And that is one of our 
programs, as you well know, to try to control the level at which agen- 
cies will stock in their own storerooms these common use items; and 
that is a very difficult problem to cope with. 
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Particularly we find ourselves in this position as a result of the very 
rapid creation of a situation, a critical situation with a lot of materials, 
those situations in which we are now using items that cost even much 
less than what the replacements cost. So those agencies that resisted 
our efforts to push down their inventories have something to crow 
about now, particularly before the Appropriations Committees of 
Congress. 

I think you gentlemen, and particularly you, Mr. Riehlman, be- 
cause of your familiarity with this, will recognize the value of a long- 
range program of controlling levels of inventory within the civilian 
agencies of the Government. 

Representative RinHitMan. ‘That is exactly what I was pointing at 
in my question, Mr. Larson; and I am very glad you brought it out so 
thoroughly. 1am sure you know, and others in your Administration, 
what it is trying to do; and I am very hopeful and I feel quite sure that 
you are going to contribute a great deal to economy in the operation 
of our Government, particularly in this war effort. 

Representative Evins. Mr. Multer? 

Representative Muurer. I cannot let this moment go by without 
expressing my complete satisfaction with the manner in which your 
agency has been operating; and I am very happy to be able to tell you 
in the presence of Mr. Elliott what intelligent and fine cooperation we 
have received from you and the entire staff in charge of your New York, 
New Jersey, and Pennsylvania regions. I think you are doing a very 
fine job. 

Mr. Larson. Thank you very much, sir. 

Representative Mutter. I do have in mind two things. The 
first is the provision in your contracts which has been interpreted 
so as to prevent manufacturers’ agents from representing their cus- 
tomers in trying to sell the Government. 

I think you put into your contract of specifications the standard 
clause which has been interpreted to mean, by various Government 
agencies, that a representative of a merchant who wanted to do busi- 
ness with the Government cannot represent that man in selling the 
Government or trying to get information or trying to get a contract 
from a procurement office. 

I think that you will agree with me that it was never intended to 
put out of business the reputable agent who has made it his lifelong 
business to represent businessmen who cannot on their own employ 
a full time man to call on the trade or call on the Government. Am 
1 right in that, sir? 

Mr. Larson. You are absolutely right, Congressman. I appreciate 
an opportunity to comment further on that. I think my testimony 
has been pretty widely disseminated that I have given before Senator 
Hoey’s subcommittee of the Senate Investigating Committee, which 
originated the so-called 5 percent investigation, and the disclosures 
made as a result of that investigation. 

The very isolated cases of influence peddling rose to embarrass 
those of us in the Government who are trying to do a good job and 
those Members of Congress who have to face their constituents and 
explain various activities that are sometimes perhaps emphasized a 
little too much in the press, but it is not for me to say about that. 

Anyway, I think it is worth while to go to some effort to attempt 
everything we possibly can to eliminate that tendency to criticize 
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or further impede the honest endeavors of honest public officials. So 
therefore we have had to devise some means of bringing about dis- 
closure or attempting to bring about disclosure—we do not have a 
100-percent method—of those very, very isolated cases where influ- 
ence peddling is indulged in. 

Unfortunately that places a slight administrative burden so far 
as filling out the form is concerned on people who do business within 
the Government with the Government; and some of them are inclined 
to be critical of that. Likewise, some interpretations were made of 
the requests for that information, that the real purpose of it was to 
try to prohibit or discourage the legitimate manufacturers’ repre- 
sentatives from following their very laudable and very useful occu- 
pation. 

As I have testified before, I think the Government as well as the 
manufacturer whom he is representing benefits from the honest en- 
deavors of the legitimate representative in that field. The only thing 
that the information is designed to accomplish is to furnish information 
that will disclose those who are not practicing ethically in that field. 

Representative Murer. I think, sir, it is necessary that an inter- 
pretation of that regulation be sent to every procurement office, 
because in too many places procurement officers will say to a repre- 
sentative of small business, “You can read this for yourself,”’ and 
sometimes even sharper than that—‘Let the man who wants to sell 
us come in here. He doesn’t need any agent to sell us,” and they 
interpret that much too strictly. 

Mr. Larson. You are absolutely right, Mr. Multer. And I found 
out in my own agency that practice, at certain levels in procurement 
operations where that was the tendency. We have taken very vigor- 
ous steps to try to eliminate that and have followed through with the 
military and with other agencies of the Government to accomplish the 
same thing. 

Representative Mutter. There is just one other point I have in 
mind, and that is this, I think that you are limited by law on advertised 
competitive bids to give the contract to the lowest responsible bidder. 
Is that so? 

Mr. Larson. That is true; ves. 

Representative Mutter. Is there anything in the law today that 
would permit vou to call for competitive bids and instead of giving it 
to the lowest bidder, divide the contract in various parts and give it 
to two, three, or four of the lowest bidders instead of all of it to the 
lowest bidder? 

Mr. Larson. Yes. We have so interpreted our authority to permit 
us to set up lots, the result. of which will be to award the lot to the low 
bidder, even though it might take several lots to make up the entire 
requirements of the Government in that particular program. 

We have found that particularly beneficial when we apply it to 
regional procurement. In other words, if we need X thousand pounds 
of paper, which is a common-use item in the Government—too com- 
mon in some respects, because I have records and management also, 
and I have to dispose of records made on paper, but that is another 
point—-X thousand pounds of paper in the New York region which 
consists of the States of New York and New Jersey and Pennsylvania 
and Delaware, that would be procured in New York. 
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If the Chicago region needs X thousand pounds of paper, that will be 
procured in Chicago. So those lots which the Government uses in 
those particular areas we can break down our requirements that way; 
and that not only gives the small-business man an opportunity to 
participate; it gives him an opportunity to get timely information 
and to go to the regional office that is going to award the contract and 
get full information about specifications and all that sort of thing. 
~ Representative Murer. On the negotiated contract you have the 
opportunity to give a price differential to small business. Do you 
think that more negotiated contracts or more advertised competitive 
bid contracts will be of most benefit to the small-business man? 

Mr. Larson. That is a difficult question to answer, Congressman 
Multer. My personal feeling is that as a general rule in the field of 
procurement in which I am concerned—that is, common-use items— 
where there are several of these producers in this country, it is better 
to stay with your competitive-bid arrangement for procurement 
because that gives the taxpayer the best break. 

My observation bas been that the small producer, the small-busi- 
ness man, can outproduce the large-business man in a great many or 
most of these fields. Our percentages here would demonstrate that, 
where 85 percent of the common-use items are produced by small- 
business men and a majority of our procurement is by advertised bid 
in that field. 

When you get into special items, when you get into critical materials 
where there are shortages and so forth, you have to resort more to 
negotiations. But there again, in keeping with the policies which 
have been testified to this morning, we find it advantageous, under 
the recent ruling by the Comptroller General, where we can give 
preference to the man who is subcontracting, for instance. 

Representative Evins. Mr. Curtis? 

Representative Curtis. Are the military required to purchase 
through your stores and depots? 

Mr. Larson. No; they are not; and if they were, we could not meet 
their requirements because we do not have enough capital or enough 
distributing facilities at the present time to meet the total require- 
ments. 

Representative Curtis. In other words, on common-use items, it 
is purely optional with them if they want to avail themselves of your 
stock? 

Mr. Larson. We think we have it worked out on a basis of where 
if it just is not an optional basis, they will give preference to procure- 
ment through our stores. But then it is a matter on the local military 
using level and on the local GSA warehousing or stores level that that 
be worked out with the commanders and the officials in the field. 

Representative Curtis. Now the next question: Of course your 
distinction there is common-use items. Is that list of what would 
be termed common-use items expanding in relation to military, or 
are they taking over more and more of the things that have been 
called common-use items? 

Mr. Larson. No; I would say the contrary, Congressman. I think 
the military is turning more to GSA for common-use items to the 
extent that we have the ability to furnish their requirements. 

Representative Curtis. Are medical supplies in your field at all? 
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Mr. Larsan. Yes; all supplies are in our general field. Super- 
vision is imposed by Public Law 152, Eighty-first Congress. Medical 
supplies, so far as civilian agencies are concerned, constitute one of 
the categories of supplies. 

Representative Curtis. For instance, the Veterans’ Administra- 
tion is on its own, is it not? Or do they come through you? 

Mr. Larson. No; the Veterans’ Administration procures its own 
medical supplies and hospital equipment. We do some procuring of 
hospital equipment for them. The reason for that is that the Vet- 
erans’ Administration has a technical staff set up and has been in 
operation for a long time, which staff we would have to duplicate if 
we were in the field of medical supplies. 

Representative Curtis. But that is duplicated in the Army, the 
Navy, and the Air Force, too, is it not? 

Mr. Larson. In the over-all Government supply picture, one of 
the problems being studied by the Bureau of the Budget, the Muni- 
tions Board and GSA, is the matter of medical supplies. My personal 
opinion is that that is one of the fields where we can get cross-service 
procurement and do it efficiently and cheaper by, for instance, say 
the Army Medical Service for the entire Federal Government, includ- 
ing civilian and military. 

I do not mean supply; I mean procurement in the sense of procur- 
ing, and to a certain extent distributing. When it gets down on 
certain levels of the military, they probably would have to have their 
own distribution set-up within the various services. 

Representative Curtis. That is the final question I had in mind, 
then: You are participating in a number of cross-servicing programs 
with the military, are you not? 

Mr. Larson. That is correct, in addition to these other over-all 
programs which are also part of the big supply picture, cataloging, 
specifications, standardization, packaging, transportation. 

Representative Curtis. One very small question for information: 
Do the PX’s and ships’ stores procure through you, or do they do 
their own procuring? 

Mr. Larson. They do their own procuring through their own 
facilities. They might seek us for an item. As a matter of fact, I 
think recently my information is that they have been turning to us 
at certain ports of embarkation, particularly New York and San 
Francisco, to assist them in procuring for both ships’ stores and post 
exchanges. 

Representative Curtis. Thank you very much. 

Representative Evens. The time is up, gentlemen. Mr. Larson 
and Mr. Elliott, we appreciate very much your coming before our 
committee. You have a big job and you are doing a good job, the 
committee feels. We thank you. 

The committee will stand adjourned until next Monday morning 
when they will meet in the caucus room of the Old House Office 
Building, at which time we hope to hear representatives of the services. 

(Thereupon, at 12:10 p. m., the committee adjourned until Monday 
morning, 10 a. m., May 14, 1951.) 
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MONDAY, MAY 14, 1951 


CONGRESS OF THE UNITED StaTEs, 
SeLect CoMMITTEE ON SMALL Bustngess, U. S. 
SENATE, AND SELECT COMMITTEE ON SMALL 
Business, House or REPRESENTATIVES, 
Washington, D. C. 

The select committees met, pursuant to call, at 10:15 a. m., in the 
Old House Office Building, room 362, Washington, D. C., Repre- 
sentative Evins presiding. 

Present: Senators John J. Sparkman (chairman, select committee, 
U.S. Senate) and Edward J. Thye; Representatives Wright Patman 
(chairman, select committee, House of Representatives), Joe L. Evins, 
R. Walter Riehiman and Thomas B. Curtis. 

Also present: John Newby and Walter Stults (staff, select com- 
mittee, U.S. Senate); Ernest L. Stockton and Duncan Clark (staff, 
select committee, House of Representatives); Donald Herzberg, legis- 
lative assistant to the Honorable William Benton, United States 
Senator; John Fisher, secretary to the Honorable Leverett Saltonstall, 
United States Senator. 

Representative Evins. The committee will come to order. 

Some of the Senators and Members of the House who are members 
of this committee are tied up in other affairs this morning. Several 
committees are meeting, among them the Foreign Affairs and Armed 
Services Committees and the Banking and Currency Committee. 

The committee will continue its hearings. We have this morning 
Archibald S. Alexander, Under Secretary, Department of the Army, 
and Maj. Gen. John K. Christmas, Chief, Procurement Division, 
G-—4, United States Army. 

We will be glad to hear you gentlemen. Mr. Under Secretary, you 
may proceed with a statement or any way you wish. 


STATEMENT OF ARCHIBALD S. ALEXANDER, UNDER SECRETARY, 
DEPARTMENT OF THE ARMY, ACCOMPANIED BY MAJ. GEN. 
JOHN K. CHRISTMAS, CHIEF, PROCUREMENT DIVISION, G+, 
UNITED STATES ARMY, AND F. S. SHACKELFORD, COUNSELOR, 
DEPARTMENT OF THE ARMY. 


Mr. ALEXANDER. Thank you, sir. 

With your permission, I would like to read this relatively brief 
statement and, if the charts get here, we would like to show them to 
vou, and answer any questions we will be able to. 


_ 
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Last week Mr. Small, Chairman of the Munitions Board, discussed 
with you Department of Defense small business policies, and you also 
heard from Mr. Gibson, Acting Administrator of the Defense Produc- 
tion Administration. It is apparent from the discussions at these 
two prior hearings that the difficulties we have in helping the small- 
business man do not stem from any disagreement on basic policy. 
The difficulties arise when we seek tangible benefit to the small-business 
man by translating the policies into actions within existing law by 
procurement officers. 

We are determined in the Army to carry out with our contractors 
and subcontractors the aim of the President and Congress that as 
stated in Public Law 413— 

a fair proportion of the total purchases and contracts for supplies and services for 
the Government shall be placed with small business concerns. 

We believe that the charts which I shall show demonstrate sub- 
stantial accomplishment. But we are confident that as we gain 
further experience with the present partial mobilization, we can 
improve our methods, and we intend to do so. We believe, as you 
do, that small business ought not to be adversely affected by the 
present emergency, but should be enabled to survive in a healthy and 
flourishing condition into the normal times to follow. 

The matters which you gentlemen believe important may best be 
brought out by answers to your specific questions. I shall therefore 
make this preliminary statement short and shall conclude it by 
introducing a few charts. 

In the course of Mr. Small’s appearance here, Senator Sparkman 
said that the principal complaint which came to him from small 
business was its inability to obtain information on pending procure- 
ment actions by the services. The point was made that the small- 
business man’s difficult was particularly acute in obtaining a first con- 
tract with the Government. 

I wish to tell you what the Army is doing to see that the small- 
business man does receive timely advice concerning procurements 
which the Army proposes to make in every case in which he has an 
interest. As first steps toward receiving this advice, the small- 
business man must of course be given full information on the types of 
items which the Army buys, in form which will permit him to decide 
whether or not he has the capacity to make the item, and must be 
told the sources to which he is to address his request to be put on the 
bidders’ list. I recognize that the placing of his name on the bidders’ 
list is not the final answer for the small-business man. There is the 
additional step, which is the Army’s responsibility, of insuring that 
he is furnished an invitation to bid or a request for proposal. In 
this connection, you will understand that if a small-business man 
asks that his name be put on a bidders’ list for a particular item, the 
Army has no way of knowing, unless further information is received 
from him, whether or not he is capable of making other items and 
would like to be included on other lists. The small-business specialist, 
to whom I shall refer again, can do much in calling attention to pro- 
curements of related items and in preventing the small-business man 
from losing out. 
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I should now like to discuss five specific actions to assist the small- 
business man: 

1. One of the first steps which I took after assuming office as the 
Procurement Secretary of the Army in August 1949 was to have put 
together on a comprehensive basis (covering procurement by all seven 
technical services) and published the pamphlet, How To Sell to the 
United States Army. 

I should like to submit a copy, if I may, for the record. Prior to 
that time we had numerous papers which showed what I think is now 
all in this one document. 

(Nore.—The exhibit is retained in the files of the committee.) 

Mr. Atexanper. This pamphlet was for the small-business man— 
its intention was to show him what items the Army buys, through 
what office it buys them, and what specific steps he must take to put 
himself in line for a contract. The information is given in much 
detail, and the pamphlet, I believe, has served the purpose of saving 
the small-business man the unnecessary expense of trips to Washington 
and of hiring civilian experts to assist him. About 90,000 copies of 
this pamphlet have been distributed. I may add, sir, that we have 
brought it up to date ina new edition. I have only brought one copy 
of the old edition. The others are the new edition. 

2. Those in Washington wishing to do business with the Army 
have been provided a convenient source of information in the Army 
Procurement Information Center, established by my predecessor as 
Procurement Secretary, Mr. Gordon Gray, and recently moved to the 
Old Post Office Building at Twelfth and Pennsylvania Avenue for 
greater accessibility. This center displays all advertised procurements 
apd awards on Army and Air Force purchasing. It is in the same 
building as, and adjacent to, the information oilice maintained by the 
Munitions Board. So that there is in one place all the information 
available. 

3. The establishment of 28 information offices throughout the 
country, each of which contains a display of the items procured by 
that office, with plans and specifications, has been a further important 
step in assisting the small-business man to determine what items the 
Army buys that he is capable of producing. Thirty-four more of 
these display centers are being established by the Army, and in 
three more months we expect the total of 62 to be in full operation. 
In addition, the Army with the Air Force and Navy, will put on 
prime contractor exhibits at various locations. You are familiar with 
the success of the first of these exhibits held in New York City, under 
the sponsorship of the Air Force. The first joint exhibit will be 
opened tomorrow in Boston. 

4. | attach much importance to synopses, both of proposed pro- 
curements and awards. Synopses of proposed procurements are 
primarily intended, as you realize, to give to the small-business man 
full opportunity to compete for prime contracts. Information with 
respect to awards is designed to point out to the small-business man 
the prime contractors to whom he should go for subcontracts. Syn- 
opses of contract awards over $25,000 for both advertised and nego- 
tiated purchases have, under a practice begun about a year ago, been 
furnished weekly to the Department of Commerce. Somewhat 
earlier, the Army began daily transmittal to the Department of 
Commerce of proposed procurements by formal advertisement. 
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These proposed procurement synopses are now being extended to 
purchases by negotiation. We received last Thursday from the 
Munitions Board (of which I am the Army member) a directive cover- 
ing this extension to negotiated procurements. We shall push 
vigorously this broadening of the publicity device. The Army staff 
has prepared, and will issue by the middle of this week, instructions 
to all field purchasing offices for daily transmittal of proposed procure- 
ments over $10,000, for negotiation as well as formal advertising. 
The distribution by the Department of Commerce extends to some 
6,000 Department of Commerce offices, chambers of commerce, 
manufacturers’ associations, banks and other organizations where the 
summaries may readily be seen. The only qualification on the issu- 
ance of synopses is that they be consistent with security requirements. 
The small-business specialists, to whom reference has been made, 
are keymen in our program. They are not new to the Army, having 
been provided for by directive issued in July 1949. In the past, 
however, these men, whether officers or civilians, have not always 
been able to give to the small-business man the kind of expert guidance 
we have had in mind, partly because of lack of special qualifications 
and partly because of other assigned duties. Our task is one of 
refinement in this field, and we are ‘seeking men of special competence 
to fill all these positions. Whenever possible, these should be men 
who have had small-business experience. In the larger procurement 
offices, these specialists will be on a full-time basis. ‘Our target date 
for completion of this staffing job in all our field offices is June 1. 

The job of these specialists includes searching out qualified small- 
business sources of procurement, reviewing require ments to determine 
those which can be met by small business, ‘advis sing contracting officers 
regarding the probable competence of small concerns to perform par- 
ticular contracts, recommending financial and other aids, and giving 
advice on problems which arise during performance of contracts. 
These small-business specialists have the major responsibility for 
seeing that the maximum number of subcontracts go to small business. 
It is they who must report instances in which smal) business has not 
been dealt with fairly. They work very closely with similar specialists 
in the field and regional offices of National Production Administration, 
and with other Government agencies. 

In the two hearings which your committees held last week, there 
was discussion of the relative merits, in terms of the small-business 
man, of formal advertising and negotiated procurement. I think it 
may be useful to you if I give some facts as to the Army’s increase«| 
use of negotiation. The Korean emergency placed on the three 
military services a greatly enlarged procurement task. Total appro- 
priations for procurement (including construction) by the Army 
during fiscal year 1950 were about $2 billion, as against a figure in 
fiscal year 1951 of about $17 billion. To accomplish this task, 
emergency measures were necessary. Far greater flexibility in the 
placing of contracts became essential and, after the President’s declara- 
tion of national e mergency last December, we, in the Army, authorized 
contracting officers to use negotiation whenever required to enable 
the Army to obtain the needed equipment and supplies on schedule. 
If we had not taken this step, it would have been impossible for us 
to maintain the necessary rate of procurement to support our men 
in Korea or to build up our Armed Forces to the numbers sanctioned 
by the Congress. 
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Because there are certain types of prime contracts for hard goods— 
like tanks—which cannot be performed by small-business men, we 
have made a special effort to increase the participation of small busi- 
ness in other types of procurement. For example, although before 
Korea we had, in procurements by formal advertisement, directed 
contracting officers to permit suppliers to quote on less than the total 
quantity required, thereby making possible multiple awards, we have 
since extended that practice to procurement by negotiation. 

Senator Sparkman, at the hearing last week, expressed interest in 
the record on first contracts awarded small-business men. During 
the first quarter of this calendar year, suppliers who had had no 
prior Government contracts (at least since December 31, 1948) 
received contracts of $10,000 or more as follows: 

In January, there were 937 new suppliers, of which 747 were small 
business. 

In February, there were 792 new suppliers, of which 689 were small 
business. 

In March, there were 1,093 new suppliers, of which 885 were small 
business. 

For the qui irter, this meant an increase in on Posy 5 base of 2,822, 
of which 2,321 were small-business concerns—82.2 percent of the total 
number of firms. 

1 consider this increase healthy, both from the point of view of 
small participation and as an indication of the broadening of our 
mobilization base. 

Now | should like to invite your attention to such charts as may 
have arrived. I would like to show you the other ones later if they 
arrive. 

Representative Evins. Go right ahead, Mr. Alexander. 

Mr. Atexanper. This chart is to try to show to you, with respect 
to prime contracts, what we think is the true picture. You are 
familiar with the breakdown between the awards to small business 
and large business of prime contracts, and I shall show you later 
some charts which give that. The purpose of this chart is to show 
you what the figures would be if you would permit us to disregard the 
type of contracts which are not susceptible of performance by small 
business. Therefore these charts show you, for fiscal vear 1951, the 
prime contracts. At the top of those are the interservice contracts. 
Those are the ones we place an order on the Navy or the Air Force 
for this amount of goods. We do not know, but the Navy and the 
Air Force report to you how that is broken down between large and 
small business. 

Then there is a small amount in here which is not available to small 
business; that is to say, those are things like complex radio, telephone, 
telegraph, and radar equipment, certain heavy caliber guns, certain 
heavy engineering equipment, tanks, major ‘tank components, like 
tank engines and certain poison gases and other items which are not 
susceptible of being manufactured by small business. 

Of the total, you will see that the amount awarded to small business 
is relatively small. The award to large business is this yellow sheet 
and the award to small business in number of contracts is in blue. 

That chart, which is the number of contracts, which have been 
awarded, is, of course, misleading. It is the dollar value you are 
really interested in. 
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So I go over here to dollar value. At the top are the dollar values 
in red for which small business, in our judgment, could not qualify. 
Excuse me. Those are the contracts which the Navy and Air Force 
procures for us. 

In green are the items which, in our judgment, no small business of 
500 or less employees could make. The balance shows you the items 
dollarwise, the percentage dollarwise, which goes to large and small 
business. If you take the entire amount without regard to what is 
not capable of being made by small business, the figure of the percent- 
age of dollar value of contracts to small business is 30.7 percent for the 
first 9 months of the current fiscal year. If you were willing to accept 
our view that this quantity of contracts is not susceptible of award 
to small business and look at the chart from here down, the percentage 
dollarwise awarded to small business goes up from 30 to 39 percent. 

Representative Evins. How do you determine just what items 
large business or small business may or may not participate in? 

Mr. ALEXANDER. Participate in as prime contracts? 

Representative Evins. Yes. Also on a dollar value basis. You 
excluded small business from a large dollar value because you said 
they are not permitted or able to participate. What are the criteria 
for that determination? 

Mr. ALEXANDER. The criterion is the type of item being made. 
I think it is generally conceded that no firm employing 500 people 
could assemble a tank. Likewise, the same is true about a 2% ton 
6 by 6 truck and certain complicated electronic equipment. We have 
tried, sir, to lean over backward in determining which are the items 
which we consider not susceptible of being made by small business. 
It is only the large and complicated end items. 

General Curistmas. May I add an item there, Mr. Secretary? 

Mr. ALexANpDER. Yes. 

General Curistmas. Some of the items are commercial, not made 
to our design. Take an agricultural tractor used by the Army in 
building air fields. There are only three companies that make those 
in the United States, and they are all above 500. All the money you 
give us to buy tractors for the Engineers and Air Forces come in that 
part because there is no other source. We get them just as they are 
with some OD paint and a serial number on the outside. 

Representative Evins. Mr. Alexander, your chart, on the left, 
shows 12,000 contracts have been let and of that 12,000 you indi- 
cate 

Mr. ALEXANDER. One million two hundred thousand. 

Representative Evins. One million two hundred thousand. Of 
that number, how many did small business, in round figures, get? 

Mr. ALtexanper. About 7,000,000. 

Representative Evins. Seven million in numbers of contracts? 

Senator SPARKMAN. Seven hundred thousand. 

Mr. ALEXANDER. Seven hundred thousand is correct. Seven- 
twelfths of the total, roughly. 

Representative Evins. As to your dollar value? 

Mr. ALexanper. Out of $8 billion, small business has actually 
received about $2% billion. 

Representative Evins. Two and one half out of eight? 

Mr. Avexanper. That is right. That is 30 percent. If you are 
willing to accept our definition of what is not susceptible of award, 
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we will be glad to give you the list in full—it is about 2}; billion out 
of 6 billion. 

Representative Curtis. Of course, those are prime contracts. On 
those small business could have subcontracts, could they not? 

Mr. ALExANDER. They could and very definitely do, Mr. Curtis. 
That is right. 

Senator SPARKMAN. Let me ask one question that does not pertain 
to this chart particularly. Two or three times you have used the 
expression “contracts above $10,000.” Is there much contracting in 
the area below $10,000? 

Mr. ALEXANDER. There is a great deal of contracting in number of 
actions but it is almost all for subsistence food, day-to-day stuff, which 
is bought on a post. I think that is correct, is it not, General Christ- 
mas? 

General CuristmaAs. Yes; that and the stuff engineers spend on a 
post. They go to the hardware store for some hardware. 

Senator SPARKMAN. More or less local spending? 

General Curistmas. Yes, sir. Repair parts for vehicles that are 
bought locally, or hardware to fix a hinge, or something like that, 
which are bought from local people with local money. 

Mr. Atexanper. This chart indicates by months what has hap- 
pened since Korea, broken down by the same color scheme. The red 

again represents those which we ask the Navy or Air Force to pur- 
chase for us. The green répresents those which we do not consider 
small business could make, no matter how much we wanted it to do so. 
Then this is the percentage dollarwise of awards to large business and 
this to small business. The percentages here indicate that in July, 
the first month after Korea, small business got 50 percent dollarwise. 
Then it dropped to 29 with the first impact of Korea. Then it went 
to 40, 37, 34, 31, 22 in January when there were large awards of tanks 
and big items, back up to 27 in February and in March it is back up 
to 36. Those figures are actually percentages of the total and do 
not give any account to those which we consider small business could 
not have gotten anyhow. 

If you exclude the items which are not susceptible of being bid for 
by small business, of course, the pere entage is highe r. The awards to 
small business on the same the Ory as On the last chart 

Representative Evins. What is the average for fiscal year 1951? 

Mr. ALexanper. 30.7. It is 30.7 to date. If vou are willing to 
take the percentage of those which small business is eligible for, 39. 

If I may, sir, | would like to retrace my steps and begin with the 
beginning chart which was not brought sooner by mistake. 

This shows the percentage of the number of prime contracts that 
went to small business. We will show dollarwise percentages shortly. 
The blue line shows you the percentage of the total contracts which 
went to small business in fiscal vear 1949 where the average was 69. 
The yellow line is the average for fiscal year 1950, 74 percent. Fiscal 


vear 1951, the number of actions is still as high as it ever was, a little 


higher, 75 percent. 

Representative Evins. Mr. Alexander, those figures do not show 
the full picture. The percentage of participation in prime contracts 
looks quite large from that chart, but in dollar volume it is not. 

\ir. ALEXANDER. | appreciate that. I thought vou ought to have 
that, partly in order to see the volume involved administratively 
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This is the percent in dollars, the thing you were looking for, I think. 
The blue shows the percentage to small business in fiscal year 1949, 
which was 42 percent dollarwise. The yellow shows it in fiscal year 
1950. Like the percentage of numbers of contracts the dollar per- 
centage also went up to 44 percent. In fiscal 1951 it shows you the 
dollar percent which unfortunately is at 30.6 percent now. It shows 
you what happened right after Korea. Then in January, when there 
was this flood of very large contracts for tanks and similar equip- 
ment 

Senator SpARKMAN. You attribute the lower figure in 51 to our 
change-over to a certain extent of heavy armament? 

Mr. ALEXANDER. Yes, sir. 

Senator SPARKMAN. Heavy procurement? 

Mr. ALexanper. That is largely the cause. We have not in the 
Army been purchasing much heavy new equipment from 1945 until 
really after Korea. Unfortunately, a thing like a tank is the sort of 
thing which small business does not get in on, and I am afraid cannot. 

Representative Evins. It is after that period of leveling off that 
small business is now beginning to participate more in the dollar 
volume? 

Mr. ALtexaNpeER. Yes, sir. Here the time element was a thing 
which caused small business to not do so well. When you have to get 
something by a given time you have to go quickly to the first fellow 
you can find. When Korea broke out, we had to do some certain 
amount of that. Then we began to get back to normal. Then the 
big contracts came in. Now we are going up. I think at the end of 
the year you will see a percentage well above 30, but not as good as 
during peacetimes, I am afraid. 

Senator SpARKMAN. I think you have pointed out something there 
that is very interesting and something that we have needed to keep in 
mind all along; that is, the lag that almost necessarily comes in getting 
a small business geared into the defense effort. Now, that period of 
lag has been particularly difficult for small business and will still be 
much more difficult because of the scarcity of certain critical materials. 
Many of them were not able to get those materials to continue their 
civilian production and yet, at the same time, they were not able to 
get defense orders. The combination of things made it tough going 
for many of them. That is one reason that both of our committees 
have been so strongly urging extra consideration for the small busi- 
nesses in order that we might speed the upturn of that graph. And 
you are in sympathy with that. 

Mr. ALexanper. Completely in sympathy with that. We would 
be as unhappy as anybody if the present period ended up with nothing 
but a few big corporations to supply us. It is a matter of self-interest 
on our part as well as conviction. 

Senator SPARKMAN. Naturally, the greater the base the greater our 
productive capacity, the stronger our economy both in peacetime and 
in wartime. 

Mr. ALexanper. That is right, sir. And the better chance of 
getting something at a reasonable price. 

Senator Sparkman. Yes, I am glad you brought that in. 

Representative Evins. The Secretary of Defense in his directive 
has stressed the necessity of broadening the base, and that is the 
necessity for these hearings, to see how far this base has been 
broadened. 
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Mr. ALexanper. I[ have a chart which I think will show you by 
the numbers of actions the extent to which we have brought in new 
firms, small business, and also the figures which I read to you for 
January, February, and March, new businesses which for the first 
time had gotten defense contracts since the end of 1948, and a large 
percentage of those—I think 82 percent—did go to small business. 
That, I think, is ve ry good proof of the broadening of the base. 

Representative Parman. When you speak of small business parti- 
cipation, you mean direct participation with the Air Force? 

Mr. ALexanper. So far I have only mentioned direct participation. 

Representative Parman. You do not refer to a large concern getting 
the prime contract and making contracts with a smaller concern? 
You do not take that into consideration? 

Mr. ALEXANDER. So far I have not. 

Representative Parman. In addition to that direct participation 
by small concerns, the larger concerns receiving the prime contracts 
also sublet those to smaller concerns. Can you take that into con- 
sideration and advise us how much is the total participation by small 
business? 

Mr. ALEXANDER. Congressman, to be absolutely honest, I think 
it would be physically impossible for us to give you figures that were 
other than an estimate on that because of the volume of work involved 
to trace that. 

Representative Parman. I wouldn’t ask you to do that. I thought 
possibly the concerns themselves have it. Most of them are rather 
conscious of this problem and are always more or less on the defensive 
and are more or less anxious to give information like that. I thought 
possibly you could take their figures and identify them. 

Mr. ALEXANDER. I have one chart which I am coming to here 
which represents a test sample case of doing it. I do not want to 
hold that out as being necessarily completely accurate. 

Representative Parman. We understand you must necessarily get 
the information from the concerns affected. 

Mr. ALEXANDER. I appreciate your bringing out this point because 
all the charts I have shown you so far disregard the fact that there 
is this great additional participation by small business in subcon- 
tracting. 

May I proceed with the next chart? 

Representative Evins. Proceed, Mr. Alexander. 

Mr. ALexanper. This is the number of prime contracts, not per- 
centages, but numbers, which went to small business. There is no 
large business in this chart at all. It shows you during fiscal year 
1949 it followed this blue curve, so that the monthly average was 
31,000 different contracts with small business. In fiscal year 1950, 
when the percentage also went up, the number of contracts to small 
business went up from 31,000 to 61,000 per month. Finally, fiscal 


year 1951, the amount again climbed very rapidly, so that we have 


had so far, to date, in fiscal year 1951, a monthly average of 77,000 
contracts awarded to small business, making to date, we estimate, 
over 700,000 separate contracts with small business. 

I stress these figures only because it gives you some idea of the 
volume of work that is involved for the military. 

Are there any questions on that one? 

Representative Evins. That is a very good showing, Mr. Alexander, 
in numbers. 
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Mr. ALtexanper. This chart presents a problem because we went 
through the roof. This is the amount of dollars that went to small 
business. You have properly pointed out that the number of contracts 
does not necessarily prove anything. It is the dollars that count. 
The blue line here is dollars that went to small business, an average 
monthly of $70 million. In fiscal year 1950, the average was 65, some- 
what lower in dollars, although greater in number of contracts. 
Fiscal year 1951—the dollars have climbed very rapidly until they 
are off the chart. In January the dollar awards to small business were 
$437 million. In February 371. In March 533 million. The cumula- 
tive total for the fiscal year awarded to small business, through March 
of this vear, was $2,348,500,000. 

Representative Evins. ‘That is an average of about 4‘) million per 
month. 

Mr. Avexanper. This shows 260. That is about right. 

General Curistmas. That is correct. It started low. 

Mr. ALEXANDER. My mathematics would have said around 300 
million. In other words, from 65 to between 260 and 300, which is 
almost three and four times as much as the average monthly dollars 
awarded to small business previously. 

Representative Evins. How much has big business accelerated 
their dollar volume in that same period? 

Mr. ALEXANDER. By somewhat larger ratio, I would say, because 
prior to Korea we were buying no tanks, no vehicles, very little modern 
equipment, which are the items we have to go to big business for. 

General Curistmas. May I add something there? 

Mr. ALEXANDER. Yes. 

General CuristmAs. We have a very large amount of business that 
goes to people who have more than 500 employees. They may have 
700, 1,200, and 1,500. They do not consider themselves large. They 
may be the smallest one in that industry. Our statistics do not cover 
that. We have to make sort of layers of people—500, 1,000, 1,500 
and so on, in order to get what you would really call the big corpora- 
tions. 

Representative Evins. Small or large is relative depending upon 
the particular industry, is it not? 

General Curistmas. Yes, sir. 

Senator SpaARKMAN. And, as a matter of fact, we do not have a 
very good definition of small business. 

General Curistmas. We use the definition of 500. 

Mr. ALeExanpeR. We realize that in some lines of business 500 is 
big and in some it doesn’t exist. 

This one we have already shown, but I had intended to build up to 
this through the others. You do not want to look at this one, which 
you have seen, again, do you, in the light of the preceding charts? 

Representative Evins. No. 

Mr. ALExanper. This is a complicated chart and I will have to go 
slowly on it. It answers your questions, sir, to some extent, regarding 
subcontracting. We took 13 selected prime contracts in order to try 
to determine what happened between big and small business on the 
subcontracting. We selected these deliberately in an effort to make 
them reasonably representative and, with vour permission, I would 
like to read what the items are. I think the selectors leaned over 
backward myself to get items which normally large business deals with. 
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The 13 contracts consisted of 225,000 gas masks, 266,000 chemical 
shells, 1,800 gun mounts, 5,000 sniperscopes, 63 railway cars, 9,200 
cargo trucks, 1,000 utility vehicles, 1,000 medium tanks, 1,000 light 
tanks, 1,200 tank engines, 2,600 tractors, 464 crane carriers, and 1 
research contract. 

First of all, we took all the prime contracts to show what got ac- 
complished in the shop of the prime contractors and what went. to 
subcontractors. The average over these 13 contracts showed that 
27 percent of the final work in dollars was spent in the prime contrac- 
tor’s own shop, and 73 percent was passed on to subcontractors. 

Senator SpaARKMAN. That first column indicates, does it, that the 
volume of the 13 contracts was almost $900 billion? 

Mr. ALEXANDER. That is correct, sir. 

Senator SpaARKMAN. All of those columns represent the 13 combined; 
is that correct? 

Mr. Atexanper. That is correct. 

Representative Curtis. These subcontractors might be large 
business themselves, might they not, or do you break that down? 

Mr. ALExaNpeR. We are planning to break that down. This 
shows you that 73 percent of the dollars on these 13 awards was sub- 
contracted. What happened to that? 

On the first tier, the first fellow who had a contract with the prime 
contractor, 21 percent went to small business and 79 percent to large 
business. Then on the balance, all the way through to the end, 
second, third, fourth, and how many there were subcontractors, small 
business did very much better and got 45 percent of this remainder, 
which had gone to large business, on the first tier. In other words, 
the third chart shows that part of the subcontracted work which on the 
first subcontract large business had gotten. Large business then 
proceeded to break that up between large and small business, 55 
percent to large business and 45 percent to small business. 

So that, if you will imagine the agglomeration of all of that, taking 
this 27 percent as going to large business and rolling it all in to one, 
right down to the last subcontractor, it shows 58 percent to big business 
and 42 percent to small business. 

Representative Evins. That is a combined total of prime and 
subcontracts on 13 selected contracts? 

Mr. Atexanper. That is right. 

I want to stress again that, in my judgment, those items are, if at 
all, weighted in favor of the big ail complicated items. I do not 
see anything there, except to some small contracting degree which you 
would expect small business to be relatively competent to make. 

Senator SpARKMAN. I was just looking over that list myself, trying 
to determine the items. It seems to me that, as a prime contract, 
probably the making of chemical shells would be about the only one 
that small business might be able to do—and gas masks. 

Mr. ALEXANDER. The gas masks, certainly, I think, but they are 
the types of items where one would expect the minimum small- 
business participation. 

Senator SpARKMAN. There is no indication of what kind of gun 
mounts they are. They might have been done by small business. 

Mr. ALexanper. Any further questions on this one? 

I think it would be nearly impossible to give you this across the 
board for the Army. I am afraid that the administrative load both 





7" 








SMALL BUSINESS IN MILITARY PROCUREMENT 105 


to-us and the contractors would be impossible. We are proceeding 
to explore this test sample method further and we will be glad to 
report any other results we get to you on it. But I think this is 
probably within 5 percent fairly fair. Don’t you thinks so, General? 

General Curistmas. Yes, sir. We could do some more sampling 
and get further reports on such samples, but to do it for the 1,400,000 
contracts we have, and they would have 3 million subcontractors, 
would be a statistical load you would not want to support, sir. 

Representative Curtis. Do you have the net percentage figures, 
the amount of subcontracting that the small-business man got? It is 
a mathematical thing. I do not see iton there. In other words, they 
get 21 percent of 73 and 42 percent of 55 and 45 percent of 79; is that 
correct? I wonder if you would compute that? 

Senator SpARKMAN. Forty-two is the total. That is what you want. 
That is the last column. 

Representative Curtis. Is that the last column? I misunderstood 
that. 

General Curistmas. The 42 relates to the first column. 

Representative Curtis. I see. 

Mr. ALexanpDeR. That relates back to the first column. It 
mingles the entire thing and includes as large business the part of 
business that the prime contractor kept. 

Representative Curtis. I understand that. I didn’t follow that. 

Mr. ALEXANDER. I| approach this one with reserve, but, if you apply 
this principle, those percentages across the board to the entire $8 
billion of fiscal year 1951 Army contracts, you would get this. This 
would show, if one is prepared to accept this extrapolation, that 58 
percent of the total of all the prime and subcontracting that occurred, 
58 percent of the dollarwise total, went to small business; that is, 
taking over this total for the year the principal that you got out of 
those. 

Representative Evins. That is not reality; that is just based on 
the selected 13. 

Mr. ALEXANDER. Right, sir. 

Senator SPARKMAN. But the others are reality. 

Mr. ALEXANDER. This one. 

Senator SparKMAN. The one over to the right. 

Mr. ALeExanpDeR. No, sir. This one is a reality. 

Senator SparKMAN. I thought you said this was what actually 
happened. , 

Mr. ALexanper. No, sir. We actually awarded almost $8 billion 
worth to date in fiscal year 1951 and we thought it might be fair to 
propose to exclude, when you are trying to determine how much 
large and how much small business got, the part which we awarded 
the Navy and Air Force, which they do for us, because we do not 
know the facts, and the part which is not susceptible. If you took 
the same figure of $8 billion and assumed these percentages, 42 and 
48, to be correct, you wolud come out with that for the whole year, 
but I do not accept that. I just thought it might be of some interest 
to you as the only thing we have on the subject now. 

Representative Evrns. Your other figures heretofore given do not. 
indicate that at all. It is only on the basis of taking this hypothesis 
of subcontracting percentages going to small business that you arrive 
at this. 
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Mr. ALexanper. That is right. Everything until this last chart 

concerned itself with only prime contracts and we all recognize there 
is a lot of subcontracting done. So the figures in dollars awarded on 
prime contracts do not tell the whole story. In an attempt to find 
out what the true story might be, we have done this on 13, and then 
extrapolated that into the 8 billion, with every reserve. 
_ Representative Curtis. Roughly using the hypothetical thing, it 
is about 60 percent, 58.4, that small business is getting, 30 percent 
they are getting from prime contracts and 30 percent from subcon- 
tracts? 

Mr. ALexanper. That is right. 

Representative Curtis. That is a very interesting comparison. 

Mr. Atexanper. This chart is in response to some questions 
previously asked regarding how small business did in advertised and 
negotiated transactions; that is to say, whether one method or the 
other tended to give small business a better break. This indicates 
that 72 percent of the advertised awards went to small business and 
75 percent of the negotiated awards went to small business. That is 
for the first 9 months of the current fiscal year. 

These are prime contracts only. So there is no monkey business at 
all. This is actual prime contracts awarded in the first 9 months 
of the current fiscal year. 

Representative Evins. This is subsequent to the declaration of the 
emergency? 

Mr. ALEXANDER. No, sir; it is both before and after. It is the 
first 9 months of the current fiscal year beginning July 1, but the 
emergency was declared in December. 

Representative Evins. Since that date you have not been advertis- 
ing for contracts in any large percentage? 

Mr. ALexanper. Yes; we have. Not as large a percentage, but 
it is distinctly understood in all Army procurement offices that in 
every feasible case they will still advertise. 

Representative Evins. The information we gained before showed 
over 80 percent of the contracts now are on a negotiated basis. 

Mr. ALexanper. You are right as shown by the relative dollars 
that went advertised and negotiated in this fiscal year. The fact 
is that the number of actions that are advertised is still very high, 
but the dollar value that goes by negotiation is indeed much higher. 

I beg your pardon, that is not dollars. 

Representative Evins. I feel personally that chart needs further 
amplification because, looking on the advertised and negotiated bases 
you show that small business is receiving the larger amount of 
contracts. That is not the situation. 

Mr. Atexanper. This is the situation as to the number of con- 
tracts, that in the negotiated field it is still true that 75 percent of the 
negotiated contracts in the last 9 months have gone to small business. 
I am not talking dollars. I think we have dollars coming up. I know 
that is what you want. So we will put it on. 

This is dollars now. If you take all contracts, including those that 
are really nonsusceptible to smai: business, you will find that 40.8 
percent has gone to small business, and the balance to large business. 
If you take the negotiated contracts, you will find that 27 percent, 
as compared to 40 percent, has gone to small business. However, if 
you are willing to exclude, for the moment, those contracts which are 
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not susceptible of being accomplished by small business, the per- 
centage that small business got by advertising was 42 percent, and 
the percentage that it got by negotiation was 37 percent. In each 
case the dollars are less percentagewise to small business in the case 
of negotiated contracts. But, if you are willing to exclude those not 
susceptible of being done by small business, the differentiation between 
advertising and negotiation is 5 percent. 

Are there some questions on that chart? 

Representative Curtis. Mr. Alexander, could I ask a question? 
Of course, there are a lot of contracts, too, that are not susceptible 
to bidding by big business. 

Mr. ALeExanveEr. That is correct. 

Representative Curtis. I do not know what that amounts to,but 
I can see that just eliminating the green there would not give the 
whole picture, although I appreciate what_you are trying to do and 
what you are pointing out is important. 

Mr. ALEXANDER. May I make this comment on that, Mr. Curtis, 
that there ought to be almost none that have been negotiated that 
could have been advertised because our instructions to the pro 
curement officers are that they shall advertise when time permits. 
Therefore, excepting where there is a difference of opinion or their 
judgment is poor, there won’t be any negotiated that could better 
be advertised or could be advertised. 

Representative Curtis. Now that vou have gotten over the im- 
pact of the Korean situation and can plan more, there sould be more 
advertised bids in the future, should there not? 

Mr. Atexanper. I think that is correct. On those that are 
susceptible, that is correct. 

General Curistmas. One thing that should be pointed out is that 
the money you give us for fighting equipment is all expensive hard- 
ware and aircraft guns and big tanks and radar, and so on. They 
come high because they have never been made before. So it throws 
the figures around so as to give a different picture now than, for 
example, 2 years ago, when we were mainly maintaining the Army, 
buying uniforms, food, tar paper, nails to keep the barracks together, 
paint, and things of that sort. The character of our buying has 
changed so markedly since the Ist of July. 

Representative Evrys. Mr. Alexander, these charts tend to show a 
more equitable distribution of contracts in dollar value and numbers 
in participation. In Secretary of Defense Marshall’s directive he 
recommended the aggressive use and encouragement of subcontract- 
ing. I think these figures tend to show that. What have been the 
steps taken by the Defense Department after having let prime 
contracts to insure that small business will participate in subcontracts? 

Mr. ALexanper. Well, sir, the prime step is to publicize the award 
of the prime contract with sufficient description so the small-business 
man may know who has what prime business and go after it, because 
the small-business man, on the whole, is a very aggressive individual 
and, if you give him the facts, he will get a contract if there is any 
way of getting it. 

We have the other steps, such as organizing displays and informa- 
tion centers throughout the country. This pamphlet is another indica- 
tion of what wedo. Then we do our very best to keep small businesses 
that apply to us for certain type of work informed directly through 
the contracting offices. 
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Representative Evins. We have had information before our com- 
mittee heretofore that there existed experienced subcontractors, men 
who had contracted in both World War I and IT but who found this 
time they were precluded from participating in subcontracts because 
of the information or policy of the Defense Department that prime 
contractors should subcontract in the local area rather than allowing 
it to an efficient subcontractor. This has been brought out in Ten- 
nessee and in Alabama and in other sections in the south where there 
are no great aircraft manufacturing industries. They find that they 
cannot participate, that the lion’s share of subcontracting in aircraft 
is going to California and in the areas in that section. 

Mr. ALEXANDER. I am not competent to answer as to aircraft. 
There is one instance in which we do attempt to have subcontracting 
occur in a particular geographical area. As to tanks and combat 
vehicles, it is our policy to try to disperse as much as possible and have 
several sections of the country make the essential thing. I do not 
know whether any of this should be off the record or not. Perhaps 
it is apparent already in the press. But we do, for example, attempt 
to see that—we are having a tank factory assembly plant built in a 
section of the south which would be of particular interest to Senator 
Sparkman. We are trying to see to it that the subcontracting occurs 
relatively near by and not, let us say, in Detroit, where there is 
already a concentration of manufacturing facilities*for tanks. 

Do I make myself cleat 

Representative Evins. Yes. 

No. 8 of Secre tary of Defense Marshall’s directive of December 18 
states that the placement of contracts is to be made with a view to 
economies in the use of transportation facilities. It has already been 
shown in certain instances that that would tend to concentrate in- 
dustry in sections where there is already concentrated industry. 

Mr. ALEXANDER. Yes, sir. It will tend in some instances to do that, 
although the economic law of cost will tend to do that, too, and we still 
attempt to get the thing at the cheapest we can. We expect the prime 
contractors to subcontract so that he will get the finished product 
as cheaply as possible for us. There will be instances in which the cost 
of transportation over a great distance would make it impossible for a 
subcontractor to compete very well if he were located very far off. 
But we have no rule whatsoever in the Army requiring that there be 
concentration in an area of the subcontractors for a prime contractor 
with the exception of cases where, for dispersal reasons, we have set 
up an assembly plant in a new area, such as an area in the south, 
which I am thinking of, where we have a major new assembly plant. 
There we attempt to have the subcontracting done in that area rather 
than in Detroit. 

Representative Evins. You say you have no rule, but after a prime 
contract. has been let, do you suggest or recommend to your prime 
contractor that subcontracts be let in the area in which he is located? 
’ Mr. ALexanper. No, we do not, except in the case I mentioned, 
tanks and combat vehicles. 

Representative Evins. It is limited to that? 

Mr. Atexanper. That is right. 

General Curistmas. Yes, sir. 
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Representative Evins. It did not appear with respect to aircraft. 

Mr. ALEXANDER. I am not competent to answer on aircraft because 
I am Under Secretary of the Army. 

General Christmas, have I misstated this? 

General Curistmas. No. This plan for making tanks has been 
worked on since V-day. It is part of the industrial mobilization to 
have a plan and rather than have a concentration in the so-called 
arsenal of democracy, as we had last time, we would like to have new 
areas get into the tank business. That is not wholly achievable in 
our country. There is an old plant used in World War II in New 
Orleans that will make tank engines and that will be a supplier for 
people in that part of the country. Those engines could be made in 
Detroit, for example, but we do not want them all made there. The 
man who is making those engines in the former Higgins plant, we want 
him to get castings and fittings in the South and not go up to Detroit 
or Pittsburgh or Cleveland and use the same suppliers that our 
Detroit arsenal is using, because then we have too great a dependence 
on the same items that go in there. 

Do I make myself clear on that? That was consciously done and 
approved by the Munitions Board. The facilities were allocated 
under our allocation plan, and so on. It was not something thought 
up on the spur of the moment. It is an old plan, 3 or 4 vears old. 

Senator SPARKMAN. I am glad to hear you give that explanation. 
What I said about it was not intended as criticism, but rather to point 
out some of the complaints that had come to us as to the actual 
workings of it, whether those complaints were justified or not. It 
may have been the result of putting it into operation. 

Mr. Newby of our committee has made some study of that, based 
on the complaints that we have received. Mr. Chairman, if it is 
satisfactory, | would like for him to be allowed at this point to direct 
a few questions and make a few comments. 

Representative Evins. Yes, Mr. Newby. 

Mr. Newsy. Is this the subproduction order system that we are 
discussing here? 

Mr. ALexanper. I am not sure I understand the term. 

Senator SpPARKMAN. That was what you had in mind, wasn’t it, 
General? 

General Curisrmas. That is right. We do not use the term that 
the gentleman is using now. 

Mr. Newsy. That is a term that is in use at the Ordnance Tank- 
Automotive Center at Detroit. As 1 understand it, the system was 
used quite extensively during the early months of this year to pur- 
chase many things besides really heavy equipment. 1 was wondering 
whether you asked for any data or had received any as the result of 
the recent application of that system for purchasing other things than 
heavy equipment, in order to see whether the work was being taken 
out of areas which already had a heavy industrial concentration. 

Mr. ALtexanper. My understanding of the answer to that is that, 
with the exception of the tanks and the combat vehicles, we are not 
making any conscious effort or any effort that I know of, to take 
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things in any particular place. The prime contractor will make the 
subcontract where he can get the best deal, as a rule. 

Mr. Newsy. Under this system I refer to, arequest to purchase 
something will go into the automotive center at Detroit. Instead of 
putting out that request for advertised bids or negotiating the contract 
directly, they will send it to an ordnance district to handle. They 
may send it to just one ordnance district, which means that bidders 
from other areas in the country will be precluded from participating 
in that procurement because, of necessity, it has to be negotiated if 
they are to place it in that ordnance district. 

General Curistmas. Ordinarily it will include more than one 
district, but to get this spread referred to a few minutes ago, they 
try to exercise that control. We have two operations; one, a com- 
pletely Government operation at the Detroit Arsenal, which is a 
wholly Government-owned arsenal, operated by civil-service employees 
and military personnel. They make Patton tanks and they are the only 
ones as of today who are making them. We have prime contractors, 
private firms, who are making ready, and they are part of this spread- 
out system, who have castings and engines and other parts coming 
from different parts of the country for strategic reasons and safety 
purposes of dispersal. 

Mr. Atexanper. That stil! is only tanks and combat vehicles. 

General Curistmas. That is right. it is only applied to that. 

Mr. Newsy. I am referring to the system of procurement they are 
using, where they send the order out to a district to handle within 
the district. I wonder if you have figures to show that this system 
has resulted in a benefit to small business. 

Mr. ALtexanpDeEr. No, sir. I do not think we have figures to show 
that. We can try to get that. I am trying to say that I think the 
system to which you refer is confined to tanks and combat vehicles. 
I do not believe it applies, for example, to ammunition. There are 
certain ordnance districts which are the specialists for particular 
types of procurement. Picatinny Arsenal will get and send out the 
negotiations or proposal. 

Mr. Newsy. We have asked for some figures on that and expect 
to have them this week. 

Mr. ALexanper. Right. I am sorry I do not have them now. 

Senator SpARKMAN. I may say that I think we all have the same 
concern. I surely share it with many people. That concern is the 
fear that perhaps we are not doing our utmost toward a decentraliza- 
tion. [ am not speaking in the interest of any séction of the coun- 
try. Of course, we have always, down our way, been fighting pretty 
hard to try to get in on this. I am not speaking of that, at all. 1 
am speaking of the security angle. 

I had this point brought home to me some time ago. For instance, 
while I do not know how true it may be, I was told that 85 percent 
of our abrasive industry was located in the Niagara Falls area. 

General Curistmas. That is right, sir. 

Senator Sparkman. Of course, industry simply cannot operate 
without abrasive materials, can it? 

General Curistmas. No, sir. 
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Senator SpARKMAN. Imagine what would happen to us if in an 
atomic attack this great industry should be wiped out. Of course, 
that is just one instance. It could be multiplied, I am sure, many 
times over, perhaps not on as high a percentage basis, but I do 
believe we ought to exert every effort. Of course, small business 
would benefit by this, and other sections of the country would. 

I want to emphasize it from the security angle, that we ought to 
exercise every effort to decentralize our industry and to have as 
many—I started to say as many sources of supply as possible, but 
[ will say multiple sources of supply; and I take it from what you 
say, General, vou do strive to do that. 

General Curistmas. In a case like abrasives, since we do not 
pay for their buildings and equipment, we cannot control where they 
put them. 

Senator SpPARKMAN. I realize that. There are certain on that 
can be brought to play upon it. While we cannot order it, we cer- 
tainly can exercise influence toward the decentralization of strategic 
industry. 

General Curistmas. Very much so. We can do it directly when 
you give us money to build a Government plant. It can be done 
indirectly through certificates of necessity and V loans. 

Senator SPARKMAN. The reverse of that is true, too, not building 
additional plants in those areas as long as there are available plants 
elsewhere not being used. 

General Curistmas. We have been very careful to examine not 
only our own plants but those belonging to Mr. Jess Larson before 
we ever build anything. In the Higgins plant in New Orleans we 
wanted to make tanks, but they found the floor was too weak because 
it was laid on soft ground, so it will be used for an engine plant. We 
conduct that type of search for facilities all the time. 

Senator SPARKMAN. Mr. Small has testified before the committee 
on two different occasions, and he has given us assurance that that 
was the purpose, but we do not want to fail to continually emphasize 
the great need for it from the security angle. 

General Curistmas. We were able recently, through the efforts of 
our Secretary, to get two plants that belonged to somebody else, which 
were idle, and use them for Army goods. One was in California and 
one in the East. It was on a very important product. They are 
3,000 miles apart. They were Government-owned plants, not owned 
by the Army but owned by another agency. 

Mr. ALEXANDER. I might say also, if 1 may, though I prefer not 
to be too specific in the matter of tanks, that I can think of six tank- 
assembly plants which we shall have running very shortly, in six 
different States, and not contiguous to one another. 

Representative Evins. I want to ask you, Mr. Secretary, if you 
have any figures as to the use of existing plant facilities or capacity, 
and also the extent of integration of new “plant capacity. 

Mr. ALeExANpeR. Sir, I do not think I have any figures on that. 
The only thing I can tell you is what the policy is. 

Representative Evins. The directive is to use existing facilities as 
much as possible. 
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General Curistmas. We can furnish vou that. 

Representative Evins. We feel there is a great deal of small- 
business plant capacity and facilities that could be utilized in the 
defense effort. You have made no survey, or have no information 
as to the extent of existing facilities and capacity? 

Mr. ALexanper. That is, not being used or is being used, or both? 
I am not quite clear precisely what figures you would like. We will 
try to get them, I can assure you of that. 

Representative Evins. This committee feels there is a great capacity 
of small-business industry that could be utilized in the defense effort, 
and you have made no survey, or have you, of that? 

General Curistmas. We are making that continuously, sir. It 
started VJ-dav. In these procurement districts, besides the business 
of buying, they have the business of industrial mobilization. They 
visit all the plants in their areas. It is a time-consuming job, so it is 
by no means finished, but some 25,000 firms of all sizes in this country 
have been visited by Army personnel. If a plant looks as if it can be 
used to make a product and we want it, a request goes in to the 
Munitions Board for an allocation, because it may be that the Navy 
has already asked for it. The Munitions Board says that it will be 
allocated to us, or we can have half of it because half has to be used 
for civilian materials, or that the Navy has the other half. 

It is by no means completed, but that has been going on since VJ-day 
as a part of industrial mobilization. 

Representative Evins. Senator Thye. 

Senator Toye. I have no questions, Mr. Chairman. I just arrived. 
I am just picking up this discussion. 

Representative Rrexs~man. Mr. Chairman, might I ask whether 
or not you are utilizing the service that is available through the 
chambers of commerce throughout the United States, who are making 
quite an extensive survey of all available space and factories, and also 
the small businesses that would be available to our mobilization effort? 

Mr. ALEXANDER, Sir, at the moment we are not using that as 
extensively as can be done and should be done. On January 19 I 
wrote a paper upward from us, suggesting that this be done on a 
country-wide basis, as is being done in New York, for example, by 
the State, or as is being done in many other places by chambers of 
commerce or allied groups, or as is being done on a community basis, 
as was done in York, Pa., in the last war. 

That has not come to full fruition yet. I am hopeful that it will be 
tied up so that country-wide we will have a list of the resources of the 
different areas which will then be made available to the procurement 
offices, just as we are now making available, through publication in 
the Department of Commerce, what the orders are that we have to 
put out. 

Representative Rieauman. I think it would save a great duplica- 
tion of werk on the part of the mobilization effort if those figures and 
facts, which are available—and I know particularly New York State 
has made a very extensive study and has the facts and figures avail- 
able, and I understand it has a program that now is going on across 
the Nation and the governors in each State are asking “that these 
facilities be made available, and I am sure that each governor of each 
State will see that his own State is properly represented. 
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The main reason for making the point is that I think that informa- 
tion could be used to a great advantage when it is available, and if it 
is available at this time. 

Mr. Autexanper. I heartily agree with you, sir. I think the De- 
fense Production Administration has that in hand itself at present. 
[I am proud of the fact that we thought of it on January 19 and pro- 
posed it, and we will certainly be begging for those lists of who is 
available. 

Representative Rresiman. I think it would be very helpful if you 
would insist upon that, and it would save duplication of effort. 

Representative Evins. Do you have any figures as to the percent- 
age of contracts, by States? 

Mr. ALEXANDER. Yes, sir; we do have that. I have seen a sched- 
ule, which I think 1 have here. If you would care to ask me about 
any State, I can give you the answer. If you would like, we could 
reproduce this and submit it. I will see that that is done. 

Representative RKrex~mMan. We are all interested in our States. 
What about New York State? 

Mr. Avexanper. Is 14,800,000 correct for the population? Is 
that an up-to-date figure? 

Representative RrgexuMan. I would think it was pretty accurate. 

Representative Evins. You might make that available, if it is not 
security information, for inclusion in the record. 

Mr. ALEXANDER. I will be glad to do that. 

I will be glad to answer this particular question of Congressman 
Riehlman. 

Representative RreuitmMan. I am interested, if the chairman does 
not object. 

Mr. ALEXANDER. 9.8 percent of the population of the country. 
The percentage of award is 9.5. You are 9.3 percent behind the 
average. Small business has 10 percent, and large business 8 percent. 

Senator SPaRKMAN. | wonder if we might have a contrast by reading 
the figures on Alabama. 

Mr. ALeExaNpeR. I am awfully sorry you asked that, Senator. 

Senator SpARKMAN. I thought it would be a pretty good contrast. 

Mr. ALEXANDER. Two percent of the population. You have 1.1 
percent of the total contract awards. But you have 1.4 percent of the 
small-business awards and only 0.7 of the large business. 

Senator Tuyr. Take Minnesota. May we have that? 

Mr. ALEXANDER. Minnesota shows 2 percent of the population, 
3.1 percent of the awards, with 2.4 percent to small business and 4 
percent to large business. 

Senator Tuyr. Thank you, sir. We shall not ask any more ques- 
tions. 

Representative Evins. Do you have any further statement to make, 
Mr. Alexander? 

Mr. ALEXANDER. I would like to submit for the record, if I may, 
one paper here which is in response to a request made at the last 
meeting, regarding some awards of winter drawers. I think there 
are also some undershirts in here. If I may, there are copies of this 
for all concerned. A question was asked when I was not here, to 
which that was supposed to be the answer. 
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Representative Evins. Without objection, this may be included 


the record. 


(The information referred to above follows: ) 


Drawers, WintTER, M-—50 


Destination: Ohio. 

Method of Procurement: Negotiation. 
Suppliers solicited: 436. 

Responses 22. 

Contracts awarded: 21. 

Quantity required: 1,120,000. 

Total dollar value: $4,357,647.28. 
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Purpose: Korea. 
Awards approved: December 16, 1950. 
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Boots, SERVICE, Compat, RussEetr 


Method of procurement: Negotiation. 
Suppliers solicited: 73. 

Responses: 27. 

Contracts awarded: 17. 

Quantity required: 980,016. 

Total dollar value: $10,688,432.88. 


ntity mount, 
Quantity Unit price Amou it 
pairs f.o. b. origin 


Allen Squire Co., Spencer, Mas 83, 004 $10. 50 $871, 542. 00 
J. F. McElwain Co., Manchester, N. H 69, 996 LO. 55 738. 457. 80 
R. P. Hazzard Co., Augusta, Main¢ 36, 000 10. 65 383. 400. 00 
John Addison Footwear Division of D. & M. Leather Co., 

Inc., Marlboro, Mass 45, 000 10. 73 {82 S50. 00 
E. E. Taylor Corp., Boston, Mass 15, 000 10.74 161. 100. 00 
Brown Shoe Co., Inc., St. Lou Mo 300, 000 10. 77 231. 000. 00 
Endicott Johnson Corp., Endicott, New York 136, 800 10. 95 1, 497, 960. 00 
Belleville Shoe Manufacturing ( Belleville, Il 35, 004 11.12 ISU, 244. 48 
John E. Lucy Co., Inc., Bridgewater, Mass 36, 000 11. 125 400. 500. 00 
Cannon Shoe Co., Baltimore, Md 15, 996 11.14 178, 195. 44 
Gardiner Shoe Co., Inc., Gardiner, Maine 20, 004 10. 99 219. 843. 06 
Bone Dry Shoe Manufacturing Co., Tacoma, Wash 15, 000 11.18 167. 700. 00 
General Shoe Corp., Nashville, Tenn 60. 000 11. 26 675. 600.00 
Huth-James Shoe, Inc., Milwaukee, Wis 9, 906 11. 40 113, 954. 40 
L. Landis Shoe Co., Palmyra, Pa 34, 200 11.42 300, 564. 00 
Leonard & Barrows Shoe Co., Middleboro, Mass 24, 192 11. 48 277, 724. 16 
International Shoe Co., St. Louis, Mo 43. 824 11. 61 5OR. 706. 64 


Purpose: Army (Korea 

Awards approved: February 2, 1951. 

Mr. ALexanper. I have nothing further to add. 

Representative Evins. Mr. Curtis. 

Representative Curtis. | wonder, are those charts in such form 
that they can be put in the record? 

Mr. ALexanper. They can be reproduced and put into the record. 

Representative Evins. We had discussed the possibility of including 
these charts. They are not security information? 

Mr. ALEXANDER. No. There is nothing confidential in that. I 
think it would be very important to have them included. 

Representative Evins. If they can be reproduced in such a form to 
be included in the record. 

Mr. ALEXANDER. Yes, sir. 

Representative Curtis. I have one question in regard to advertised 
and negotiated bids, and the policy which you stated was the policy 
of the Army. 

Our staff made a spot check on that recently, on some items like 
nylon stockings, hand bags, certain food items, typewriter paper, and 
so forth. They found that these were all negotiated bids, yet the 
delivery dates on many of these negotiated bids were 5, 6, and 9 
months away. If that were so, I wonder if you would comment as to 
whether that would be within your policy. 

Mr. ALexanper. I could not comment on that without knowing « 
little bit more about the case myself. I might make one comment 
right away. I do not think any negotiated awards are being made 
now which permit competition, in which there is not competitive 
negotiations. I grant you that is not the same thing as advertising. 
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Representative Curtis. The key to that is that, when you have 
delivery dates that are far away, it certainly would seem that an 
advertised bid could be used as the basis. You stated the policy, 
which is to get more advertised bids and get away from negotiated 
bids when the time permits. This spot check of ours would indicate— 
of course, I realize you do not know the actual details—that some- 
thing is not working out, that your policy is not being carried out in the 
field. That is the point. 

Mr. Atexanper. What I would like to do, if I may, is take the 
reference and check on it and get you an answer. It may be that the 
lead time is greater than one would suppose on an item like that. 
That is the only explanation I can think of offhand. 

Representative Curtis. I might make a suggestion. Our staff 
will furnish the details of our check and, if you can get us an answer, 
we both might benefit. 

Mr. Atexanper. We will do that. We are very appreciative of 
any instances that come to anybody’s attention which look as if we 
are not doing what we are trying to do, because that helps us to do 
what we are trying to do and what you want us to do. 

Senator SpARKMAN. J would like to ask just a question or two for 
my own information, based on this list that you have just distributed. 

I notice that on the underwear you sent out 436 inquiries to people 
whom you thought might be interested. You received only 22 
replies. That means that a great mass of them did not care about 
taking on this particular contract, at all. 

Mr. Avexanper. Either that, or they did not feel they were 
qualified to bid. 

Senator SparKMAN. There were 21 contracts awarded. In other 
words, everyone who applied, except one, got a contract. You would 
not know offhand why it was that one did not get a contract? 

Mr. Atexanper. No, sir. I am not sure that there may not be 
some people who got more than one contract. I haven’t checked 
this carefully myself enough to know. 

Senator SpaARKMAN. There are some who are shown with two. 
There are at least four cases with multiple contracts. That is right. 
I had not thought of that. 

Let me ask you this question: I notice the price spread is from 
$3.44 to $4.40, a spread of 95% cents. Was the product the same? 

Mr. ALEXANDER. Yes, sir. 

Senator SpaARKMAN. What accounts for that spread in cost? Is it 
low and high cost of production? 

Mr. ALEXANDER. In the case of the spread where there are two 
prices from the same producer, it is because in most instances we find 
that, as they are required to deliver faster, their prices go up. The 
other explanation is geographical. There are some areas that can 
produce more cheaply than others. 

Senator SparKMAN. I thought that might be the answer, but the 
cheapest producer and the most costly producer are both from New 
York. 

Mr. Atexanper. I do not know whether some areas in New York 
can produce cheaper. 

Senator SpARKMAN. Each one says New York, N. Y., so that is 
pinning it down pretty close. 

Mr. ALEXANDER. Which one are you referring to? 
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Senator SPaARKMAN. In the underwear, the first price is by Wright’s 
Underwear Corp., New York, N. Y. His cheapest price is $3.44}. 
The highest price is States Textile Corp., New York, N. Y., and his 
price is $4.40. The quantity is the same, 60,000, in each case. 

Mr. ALEXANDER. I| notice that we do not know that they actually 
make them in New York City. They may or may not. I have to 
check on that. 

Senator SpaARKMAN. There are certain factors taken into con- 
sideration before you agree to the higher price, and you are satisfied 
that that is the price that he would have to have in crder to make the 
product profitably? 

Mr. ALEXANDER. That is right, sir. In case it is something that 
we have to have by a given date and we run out of the people who 
can make it more inexpensively, we do have to turn frequently to the 
people who make it more expensively, although we regret it, even 
though it comes from New York. 

Senator SPARKMAN. I was just curious about that particular spread. 

Mr. ALEXANDER. It is astonishing that there is that much of a 
spread for the same item. 

General Curisrmas. In regularly advertised procurement for the 
woolen cloth for the Army, in sealed competitive bidding, we have 
the same thing. | remember one a year and a half ago where the 
first man was a small manufacturer who said he would provide 40,000 
yards, and his price was something like $4. The next man had 
100,000 yards, and his price was $9. About eighth from the bottom 
was one of the largest companies, but his price was eighth in the price 
list. He was willing, however, to take a third of the order. So we 
go up the list of bidders until we fill our needs. 

You find quite a spread. One man said, “That man is giving it 
away.”’ Maybe he has to pay his taxes. You never know when a 
man is making his bid whether he bought his cotton cheaply or needs 
money badly and is willing to take it without overhead, so he can 
meet his taxes or interest on a note. There are things that must go 
on in a businessman’s head that account for these differences, and 
there are smart and less smart managements. 

Senator SpARKMAN. I suppose the extent to which the plant is 
operating and converted to defense orders is a factor that enters into it. 

General CuristMas. Yes. 

Senator Tuyr. Were all these awarded—were all these let at the 
same time? 

General CuristMas. Substantially the same time. 

Senator THyk. So there was no question about the one bid having 
been accepted at a later date, so that there might have been an increase 
in cost? 

General Curisrmas. No, sir. This was one transaction. 

Senator Toye. Why couldn’t you let a great number to the lower 
bidder? 

General Curisrmas. He wouldn’t take it. 

Senator Tuys. He only wanted 60,000 units? 

General Curistmas. The instance I cited with the textile item, each 
man decides how much he is willing to take, and when the country is 
prosperous, they are not always so anxious to take our business. They 
have other commitments. 
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Senator Taye. In other words, the number that bid here had to be 
accepted by you in order to get the number of units you needed? 

General Curisrmas. To fill our demand; yes, sir. 

Mr. ALeExANDeER. And in response to Senator Sparkman’s question, 
there were 20 firms who got awards; therefore, you are quite right, one 
fellow was excluded. ‘The reason was that they never reached him, 
fortunately for the taxpayer, because he must have been bigher. 

Representative Evins. Any further questions, Senator Thye? 

Senator Toye. No, I have none. 

Representative Evins. Mr. Alexander, you spoke earlier about the 
specialists being appointed in the procurement offices throughout che 
field. How far along is that program? The great bulk of contracts 
have already been let, or next vear will reach the peak. To what 
extent have these specialists already been established? 

Mr. ALexanper. Since July, 1949, sir, there have been small 
business specialists part-time in most of our offices. We have not 
rotten the 62 offices staffed full-time as yet, but we expect to get that 
“ June 1. 

Representative Evins. Do they have authority in the field to nego- 
tiate or do they just recommend? 

Mr. ALexaNnper. They are part of the staff of the procurement 
officer, and it 1s their business to keep informed abou. wha. he is doing 
and to give him the information regarding the small-business capability 
and to report in case the contracting officer is not fair. In most in- 
stances, the small-business specialist will not be the final approving 
officer. 

Representative Evins. Do you have anyone in the field other than 
at the top level who can make a decision for a small-business man in 
the field, rather than just give him certain information which is to be 
passed on by the top level? 

Mr. ALtexaNnperR. We have orders for the contracting officer who 
is the top level, for the purpose of making contracts, which outline 
what he must do for small business. The small-business specialist 
is only to help him to do that. The small-business specialist is not 
designed to replace the contracting officer, but only to see to it that 
he does his function in accordance with the directive on small business. 

Representative Evins. To what extent are you using the provisions 
of the Defense Production Act with respect to the payment of price 
differentials to small business to insure wider participation? Have 
you utilized that facility or section? 

Mr. ALexaNnpber. Sir, for the purpose of broadening the base and 
increasing the number of suppliers available, we are using it absolutely. 
Any case in which we do not wish to go to the same supplier again 
is one in which we are using the Defense Production Act, in order to 
permit us to go to another supplier, even though he may cost somewhat 
more. We are not using the provisions, all other things being equal, 
we do not award a contract to small business if it costs more than to 
large business, if either the dispersal or the broadening the base 
feature is available in both instances. 

Do I make myself clear? We are not paying a subsidy, so to speak, 
if there is no reason to do so, such as broadening the base. 

Representative Evins. Suppose there is a large manufacturer in the 
field who can supply your entire needs, and then there is a smailer 
manufacturer who says he cannot meet the competition of the larger 
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supplier and, if he does not get a contract, he will be foreclosed and 
go out of business. Would you utilize that provision in order to con- 
tinue him in business and give him a contract? 

Mr. Atexanper. If they were both in the same block, so the same 
bomb might knock them both out and we were sure we would never 
need more capacity than the big man has, and the big man bids less, 
we would have to award it to the big man. If you had the dispersal 
factor, which you wanted to take into account, or broadening the base, 
so in case of mobilization you would have sufficient capacity, then 
we would pay the difference to the small-business man. 

Representative Curtis. I have a few questions here. 

There seems to be little order to the method of dissemination of the 
invitations to bid—I am talking about invitations rather than ad- 
vertised bids—inasmuch as many manufacturers are asked to bid on 
items totally unrelated to their normal lines of production. I was 
wondering if you have any comment on that. 

In our hearings out in the field, we have had many come in with 
that complaint. 

Mr. ALEXANDER. In other words, a man receives an invitation to 
bid on something he does not normally make? 

Representative Curtis. Yes. In certain instances—not that we 
have a suspicious mind—it looked as if it might be that they were 
trying to comply with the requirement that there be these bids in 
there. 

Mr. ALEXANDER. Well, sir, I am sure there are cases where the 
thing does not operate as it should, but I think they are few. Where 
a man asks to be put on a bidder’s list, he will get the request to 
bid even though he is not qualified. But I believe that, in general, 
the contracting officers attempt to send the invitations to bid to the 
people who they think can make the thing, even though it is some- 
thing that they were not making before. 

General Curistmas. May we have the facts to follow up? I never 
heard one like that, although I have been in this for a long time. We 
get bidders who ask for invitations to bid for things they do not make. 
That causes us trouble. 

Representative Curtis. I know it does. Our staff can get some 
of those complaints to you, because we are very much concerned. 
When we heard the first one or two, we thought that could happen 
anywhere, but then it began to look like maybe it was a little more 
than that, that a little more was involved. 

General Curistmas. We would appreciate those cases. 

Representative Curtis. If we accept the premise that central 
procurement planning is essential, why should not this plan be put 
in operation simultaneously with the CMP plan, which is gaining 
factual information on productive capacity of the Nation, if you follow 
the thought there? 

Mr. ALexanpeER. I am not sure I do. I am sorry, but I did not 
get the connection with CMP. 

Representative Curtis. That is the controlled materials plan which 
is in contemplation, and here we are talking now about central pro- 
curement planning, which we are trying to do. Incidentally, there 
are many questions that could be asked on the interrelation of the 
various Armed Forces that would not be pertinent to ask you. But 
under this central procurement planning, if it were to be wholly 
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carried out, in your opinion, as we go into the CMP, might we not 
coordinate the two in gathering our information? 

Mr. Avexanper. I think that is essential. As the over-all pro- 
curement plan is worked out, if the CMP plan is in existence, the 
first will have to use the second. 

Representative Curtis. That was generally our conclusion. 

One other question: On April 30 the Attorney General issued his 
second report under section 708 (e) of the Defense Production Act, 
and this report was sharply critical of a failure to utilize small business 
in material procurement. It stated that the lack of centralized 
»xrocurement planning ‘results in the channeling of contracts to a 
fisnited number of producers.”’ 

What comment do you have regarding this conclusion of the 
Attorney General’s? In other words, to what extent is procurement 
planning centralized at this time. That keys in with that other 
question that I asked. 

Mr. ALexanpeER. Well, sir, I read the report to which you refer, 
and I thought it was very inaccurate. 

Representative Curtis. In other words, you think that the things 
you were criticized for, the Army was criticized for, they were com- 
plying with and working on? 

Mr. ALexanper. Sir, I believe there are things for which we may 
be criticized, but I do not think that the flavor which I got from that 
report, that we are either consciously or unconsciously not giving small 
business a break and that we are not organized to give it a reasonable 
break, is incorrect. 

Representative Curtis. 1 wanted your comments. Thank you, sir. 

General Curistmas. May I add a comment there, sir? 

We had some trouble last June when the Korean War broke out. 
We were on the downhill side personnelwise. We are now, with the 
extra money you have been giving us, in need, of course, of additional 
people. These contracts have to be written, negotiated, inspected, 
and audited, and so on. We have had no little trouble in the field 
recruiting and training people for these augmented staffs. 

In other words, I might say the staffs are behind the money you have 
given us. 

Of course, it is not done in Washington. It is done in these offices 
in the field where they need good lawyers, good accountants, and good 
negotiators, and so on. It takes time to get them. Industry is 
prosperous, and they want some for themselves. 

Representative Evins. The policy is set here and disseminated to 
the procurement offices? 

General Curisrmas. That is right. 

Representative Evins. Are there any further questions? 

Gentlemen, I am sure that the committee appreciates, Mr. Secretary 
and General Christmas, your testimony. We are all working and 
striving toward the same end. It is a matter of sympathetic accord 
for the purposes for which we are trying to achieve. We feel that 
coming together we may work out a proper result. 

Thank you. 

That concludes the testimony for this morning. We will hear from 
the Navy people tomorrow morning. 

(Whereupon, at 11:55 a. m., the hearing recessed until 10 a. m., 
Tuesday, May 15, 1951.) 
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SMALL-BUSINESS PARTICIPATION IN MILITARY 
PROCUREMENT 


TUESDAY, MAY 15, 1951 


CONGRESS OF THE UNITED STATES, 
SeLtect COMMITTEE ON SMALL Business, UNITED 
STATES SENATE, AND SELECT COMMITTEE ON SMALL 
Business, House or REPRESENTATIVES, 
Washington, D.C. 


The select committees met, pursuant to adjournment, at 10 a. m. 
in the Old House Office Building, room 362, Washington, D. C 
Representative Evins presiding. 

Present: Representatives Joe L. Evins, Clarence G. Burton, Abraham 
J. Multer, and R. Walter Riehlman. 

Also present: John Newby and Walter Stults (staff of select com- 
mittee, U. S. Senate); and Victor P. Dalmas, executive director; 
Ernest L. Stockton and Duncan Clark (staff, select committee, House 
of Representatives). 

Representative Evins. The committee will come to order. 

Mr. Burton of the committee is joining us. 

I just had notice that Senator Sparkman, chairman of the Senate 
Committee; and Mr. Patman, chairman of the House Committee, 
will not be with us. We are having competition with the Armed 
Services, Foreign Relations and Banking and Currency Committees 
of both the Senate and the House of Representatives this morning. 

We are pleased to have with us this morning Mr. Dan A. Kimball, 
Under Secretary, Department of the Navy; Mr. John T. Koehler, 
Assistant Secretary, Department of the Navy; and Vice Adm. A. G. 
Noble, Chief, Office of Navy Material, United States Navy. 

If these gentlemen will come around, we will proceed with our 
hearing. The committee will be most pleased to receive your 
testimony, Mr. Under Secretary. 


STATEMENTS OF DAN A. KIMBALL, UNDER SECRETARY, DEPART- 
MENT OF THE NAVY; JOHN T. KOEHLER, ASSISTANT SECRETARY, 
DEPARTMENT OF THE NAVY; AND VICE ADM. A. G. NOBLE, 
CHIEF, OFFICE OF NAVY MATERIAL, UNITED STATES NAVY 


Mr. Kimpatt. I asked Mr. Koehler and Admiral Noble to come up 
today and they have some prepared statements I would like to have 
them read to you, and then we will answer any questions that you 
wish. Is that satisfactory? 

Representative Evins. Fine, Mr. Under Secretary. They may 
proceed however they wish, with a statement or otherwise. 

Mr. Koenter. Mr. Chairman, my name is John T. Koehler, 
Assistant Secretary of the Navy. I have a prepared statement, and | 
believe copies have been submitted, and, with your permission, I 
would like to read this statement. 

As the Navy’s Procurement Secretary and the Navy member of 
the Munitions Board, | am glad of this opportunity to appear before 
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your committee—together with the Under Secretary of the Navy 
(Mr. Kimball) and the Chief of Naval Material (Vice Admiral 
Noble)—to discuss the Navy’s smal! -business program. I have asked 
Admiral Noble to present to you our small-business program in detail 
and to give you a report on the very considerable extent to which small 
business does in fact participate in Navy procurement. 

However, there is one subject that I would like particularly to 
discuss with you myself, and that is the program of broadening the 
industrial base of suppliers. I should like to tell you what this pro- 
gram is, how it affects the role of small business, what we expect to 
obtain from the program in furthering the cause of national security, 
and what it should cost us to carry it out. 

Under section 2 (c) (1) of the Armed Services Procurement Act of 
1947, the negotiation of contracts is authorized when the agency head 
has determined that negotiation is— 
necessary in the public interest during the period of a national emergency declared 
by the President or by the Congress. 

Pursuant to the declaration of a national emergency by the President 
on December 16, 1950, I authorized, on December 18, 1950, the place- 
ment of contracts throughout the Navy Department by negotiation 
during the period of that national emergency. 

One of the primary reasons for authorizing at that time a wider use 
of negotiation was to make it possible to place Navy contracts among 
qualified producers in such a way that the military procurement load 
could be spread widely throughout an industry and geographically, 
and spread in such a manner as to obtain the maximum utilization of 
existing facilities—both industrial and community. This we call the 
program of broadening the industrial base of suppliers. 

The principal purpose to be served by this program is to distribute 
contracts, particularly for long-lead-time complex items, in such a way 
as to make or keep available, in a logical manner, a greater number of 
productive sources directed by experienced management, than are 
necessary to meet our current needs. Then, should war come, we 
will have production lines in being which could produce the far greater 
requirements of an all-out mobilization. In developing and main- 
taining these multiple sources of supply, small-business concerns are 
consistently being given full consideration within the limits of their 
capabilities. 

[t will be recognized that in order to achieve this vital mobilization 
program, we will in some cases be obliged, initially, to pay higher prices 
than if we should place our total mobilization requirements with fewer 
sources. It has been our interpretation that under the negotiation 
authority of section 2 (c)(1) of the Armed Services Procurement Act 
we had the statutory right to do this. This view would seem to have 
the support of the Comptroller General by virtue of his letter decision 
B-103235 to the Acting Defense Production Administrator, dated May 
8, 1951. 

In exercising this authority, our sole consideration has been to 
further the interests of national security. Where the interests of 
national security also make it possible to serve the interests of small 
business concerns, that is accomplished concurrently. However, 
under existing law, I do not believe that we should—and I doubt that 
you Members of Congress would want us to—use military appropria- 
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. 
tions to subsidize small business. Military appropriations are made 
available for the purpose of promoting national security. Therefore, 
it is my earnest desire, as Procurement Secretary, to attain this mili- 
tary objective and at the same time expend Navy procurement funds 
in a sound, businesslike manner. 

In this respect, I am not unmindful of the views of the Attorney 

General on the same subject as expressed in his second report, dated 
April 30, 1951, submitted pursuant to section 708(e) of the Defense 
Production Act of 1950, in which he said: 
* * * it becomes apparent that small enterprise is not to be sought out to be 
subsidized or given charitable assistance; small business is sought out because it is 
a necessary part of the Nation’s industrial machine and must be preserved as an 
essential asset for total war and the peace that wili come. The weapon of produc- 
tion is both the Nation’s greatest sword and its greatest shield. This asset of our 
economy must not be dissipated. 

It is recognized that the facilities of the inefficient and marginal producer will 
not be used since it cannot truly contribute to the defense effort * * * 

Finally, I should like to bring out one further point which I feel 
should be called to the committees’ attention. 

At the time | authorized the placement of contracts by negotiation 
under the authority of section 2(c)(1) of the Armed Services Procure- 
ment Act, I also gave instructions that the formal advertising method 
of procurement would continue to have a definite place in the Navy’s 
procurement program. Formal advertising has continued to be used 
in all appropriate cases, but not when such use would adversely 
affect the acceleration of procurement or interfere with the program of 
broadening the industrial base of suppliers. 

In contimuing the use of formal advertising, the Navy has received 
favorable comment from many sides, based, no doubt, upon the 
awareness that in advertised procurement we are compelled by law 
to make the award to the lowest responsible bidder, regardless of size. 

That concludes my formal statement, Mr. Chairman. 

Representative Evins. Thank you, Mr. Koehler, for your splendid 
statement. 

Admiral, do you wish to make your statement at this time? 

Mr. Kimpatt. I think so. It may be appropriate. 

Representative Evins. You may proceed, and we will ask questions 
of you gentlemen after his formal statement. 

Admiral Norie. Mr. Chairman and members of the Senate and 
House committees, I welcome this opportunity to appear before vour 
committees to discuss this very important subject of small-business 
participation in Navy procurement, and to tell you what we in the 
Navy have been doing to make this a reality. It is my purpose to 
do four things in this statement: (i) set forth our philosophy with 
respect to small business, (11) present our record of accomplishments 
as to small business participation in Navy procurement, (iii) review 
policies and procedures now in effect in the Navy which comprise our 
small-business program, and (iv) discuss with you some of the problems 
presented by our program of assistance to small business. 

First, | want to present our philosophy with respect to small 
business. Small business concerns comprise a very substantial portion 
of the industrial production potential of the United States. We feel 
that numerous healthy small business concerns, learning how to do 
business with the Navy and with Navy suppliers, are a verv great 
asset in providing now the nucleus for mobilizing all our industrial 
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resources, small and large, in the event of total war. We also feel that 
the prosperity and growth of new small-business concerns add to the 
strength of our over-all economy, which fundamentally is the source 
of our military matériel strength. The Navy believes that qualified 
small business concerns which are aggressive, alert and willing to 
work, and are given a reasonable opportunity to participate in Navy 
procurement, can find a proper place, either at the prime contract 
level or perhaps more likely, at the subcontract level, and without 
the crutch of price subsidies. 

The purpose of military appropriations, as the Assistant Secretary 
has previously pointed out, is to provide the means—the men and 
r»*terial—for the military security of the Nation. The primary 
function of procurement is to obtain with these appropriations the 
timely delivery of needed military supplies of requisite quality at 
minimum cost. In the final analysis, all other considerations must 
be subordinated to this objective. 

It is recognized, however, that without distorting this objective, 
other considerations can and are fitted into the primary mission of 
military procurement. It is because of this that the small business 
problem is constantly in the forethought of our procurement people. 

Vigorous attention has been paid to the development of a realistic 
and helpful program to assist small concerns to become Navy suppliers. 
The effectiveness of this program, which I want to outline to you in 
some detail shortly, is found in our record of accomplishments, the 
second point I wish to present to your committees. 

Small business concerns receive right now over two-thirds of all 
Navy prime contracts. During the period July 1, 1950, through 
March 31, 1951, over 330,000 Navy prime contracts (amounting to 
$649,000,000) were awarded to small business. These contracts 
represent 69.5 percent of all Navy prime contracts, and 18.1 percent 
of all dollars expended by the Navy for procurement during that 
period. 

To interpret accurately these statistics, two factors must be con- 
sidered. For one thing, certain items with high unit costs such as 
airframes, propellers, engines, complicated radar and other electronic 
equipment require in their manufacture heavy capital investment 
and large engineering and production staffs. This almost automatically 
places the purchase of such items beyond the reach of small business. 
From a preliminary review of Navy prime contracts awarded during 
this 9-month period, $1,976,000,000 covered items of this complex 
character which small concerns could not have manufactured. Of the 
remaining total of $1,598,000,000, which included all other items, 
small business actually recieved 40.6 percent. 

For another thing, in the production of such complex items, and 
many others, small concerns do participate as subcontractors. For 
example, on a typical electronics contract for $15 million, Raytheon 
Manufacturing Co. spent approximately $6,500,000 (or more than 
one-third of the contract price) for material, 90 percent of which was 
purchased from small business. Similarly, on three Grumman Air- 
craft contracts, one-third of the total work was subcontracted, of which 
small business received approximately 32 percent. 

I believe you will agree that in the types of procurement which are 
susceptible of award to small concerns on a prime contract basis, 
small business received a very considerable portion of the total. 
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Furthermore, small business is receiving through subscontracts a 
substantial portion of defense dollars. Thus, our policies and pro- 
cedures to carry out our small business program are proving effective. 

I wish to call your attention to the fact that, with many bidders’ 
lists containing the names of several hundred prospective suppliers, 
for every small concern which receives a Navy prime contract, 
there are necessarily many who do not, It should also be recognized 
that the size of the procurement program of the entire Department of 
Defense is far short of the size of the World War II procurement pro- 
gram. In addition, there has been a very substantial increase in the 
industrial productive capacity of the United States since World War 
Il. With these facts in mind, it is clear that there is not nearly enough 
defense business to ensure that all small business concerns desirous 
of military orders will get them. 

The complaints of many small-business men arise naturally from 
the fact that it is necessary to channel into military fields scarce ma- 
terials which ordinarily are used widely in the production of civilian 
goods. In some instances, military items use large proportions of 
these scarce materials. Thus, jet engines use by the ton metals which 
electronics producers use by the pound or even by the ounce. The 
limitation orders which cut across the board, and those which limit or 
prohibit the use of scarce materials in the production of nonessential 
items, seriously affect many small concerns. Frequently, they are not 
able to convert their facilities readily, if at all, to the production of 
the military items for which these scarce materials are being reserved. 
Nonetheless, many firms are faced with the problem of attempting to 
convert their production capacity to military items with which they 
are not familiar and which are purchased through channels with which 
they have had little previous experience. Herein lies the necessity for 
our program of assistance to small concerns in learning how to do busi- 
ness with the Navy and with Navy suppliers. 

I want to emphasize that this uprooting of established relationships 
of small concerns with their customers, this situation which causes, if 
you will permit the expression, the small-business man to become ‘a 
fish out of water,’’ is caused by factors outside the control of the mili- 
tary services. The problem thereby created cannot be solved in its 
basic elements by any action which the military procurement agencies 
may take. 

Once the small supplier is placed in the position where he must seek 
defense orders to obtain scarce materials, we can and are attempting 
to alleviate his difficulties by assisting him to overcome his unfamiliar- 
ity with military products and with the where, when and how of their 
procurement, 

In connection with the third major point of my presentation, I 
think it appropriate here to review for you the policies and procedures 
now in effect within the Navy to assist small business concerns to par- 
ticipate in our procurement program. 

Specifically, the following policies and procedures of benefit to small 
business are being followed in the Navy: 

(a) In the implementation of the program to broaden the industrial 
base of Navy suppliers, as the Assistant Secretary has pointed out, 
small business concerns, within the limits of their capabilities, are being 
given full consideration in the establishment of new sources. As a 
result, small suppliers are playing a significant role in our defense pro- 
curement. 
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(6) Small business specialists are being assigned to each major pro- 
curement office in order to devote their efforts exclusively toward as- 
sisting small business concerns. Such specialists are charged with the 
responsibility to review requirements prior to procurement action, to 
determine which requirements are susceptible of being filled by small 
business, and to recommend target objectives with reference to the 
amount of military business which should be awarded to small con- 
cerns. 

(c) The dividing of procurements into reasonably small lots has 
been a long-standing Navy policy designed to bring the size of re- 
quirements within the reach of a greater number of suppliers. 

(d) Prospective contractors not familiar with Navy procedures are 
given assistance in learning how to do business with the Navy through 
the media of publications, such as Selling to the Navy and Purchased 
Items and Purchasing Locations of the Department of the Navy, 
which are available to all who are interested. 

(e) To publicize Navy requirements purchased by formal adver- 
tising, unclassified invitations to bid are listed in the Department of 
Commerce Daily Synopsis of Bid Invitations. To provide informa- 
tion concerning potential subcontract business, unclassified Navy 
prime contracts over $25,000 are included in the Department of Com- 
merce weekly synopsis of contract awards. These synopses are 
distributed nationally through over 5,000 outlets. Instructions have 
just been promulgated within the Navy to publicize proposed negoti- 
ated procurements in the same manner. 

(f) Subcontracting is encouraged, and sometimes required, with 
the larger prime contractors. 

(g) Small business concerns are being made acquainted with sub- 
contracting opportunities by means of a series of exhibits featuring the 
components and assemblies of end items contracted for with prime 
contractors. 

(h) Up-to-date listings of qualified suppliers are maintained in all 
purchasing offices of the Navy. Small concerns are enabled and 
encouraged to qualify as bidders for those items which they are capable 
of manufacturing. 

(7) To handle adequately the many requests from small business 
concerns with respect to the Navy’s procurement program, whether 
received by letter or by personal visit, the Navy has established in 
the Office of Naval Material a central point of contact for such in- 
quiries. After ascertaining the ability and desires of the prospective 
contractor, arrangements are then made for him to deal directly with 
those who are concerned with the procurement of the particular items 
which the prospective contractor is capable and desirous of making. 
Through this means, there is a minimum of delay in placing prospective 
contractors directly in contact with prospective purchasers. This 
office works with the Central Military Procurement Information 
Office in the Munitions Board and with other offices having similar 
information functions. 

(j) To assist small concerns in identifying properly and adequately 
their facilities and capabilities as suppliers, the Navy's Material In- 
spection Service is used by purchasing officers to make on-the-spot 
surveys of a contractor’s plant. Through this means, a small con- 
cern has an opportunity to discuss and to display its own peculiar 
qualifications. Conversely, the Navy has an opportunity to appraise 
the worth and capacity of prospective suppliers. 
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(k) Information with respect to the capacities and skills of small 
business concerns is compiled for use not only in the Navy’s current 
procurement program but also for use in its mobilization planning. 

In developing this small business assistance program, it has been 
our purpose to assist small concerns in learning what the Navy buys, 
as well as where and when, with respect to all types of military supplies 
susceptible of manufacture by small concerns. Through the small- 
business specialists, we hope to provide even more helpful counsel to 
small-business men. 

However, we believe in the final analysis that the prospective small 
business supplier has the responsibility for managing wisely his own 
affairs and for determining his own proper place in our procurement 
program. Seldom does the really qualified small-business man wish 
us to make his management decisions for him. 

The operation of our procurement program has not been without 
difficulties and dissatisfactions. I am sure that you gentlemen have 
all heard of individual cases where it seemed to you that the small- 
business man was not getting a fair break. I have in mind such prac- 
tical problems as getting on bidders’ lists, receiving invitations for 
bids—ineluding specifications with which to prepare a bid—and hav 
ing enough time for the preparation of a bid. We, too, are mindful 
of the problems which arise in these fields. In order that your com- 
mittees may have a clear picture of some of these problems, I want 
now, as the fourth phase of this presentation, to discuss with you very 
freely some of the practical problems which exist in the day-to-day 
operations of a purchasing office. 

Perhaps our most outstanding difficulty is the increased adminis- 
trative workload arising from (i) numberless requests—either through 
correspondence or by personal visit—to get on a mailing list; (ii) re- 
quests for invitations for bids, complete with specifications and 
drawings—or “‘bid sets,’’ as we call them; and (iii) requests for general 
information with respect to individual procurements. The resulting 
administrative workload of our purchasing officers has increased much 
more rapidly and alarmingly than the dollar volume of the purchases 
being made by those offices. 

Let me give you a few illustrations of the magnitude of this problem. 
The Bureau of Ships reports that prior to Korea there were 14 bidders 
on the list of those who wished to make and were qualified to make 
steel ready service lockers for shipboard use. Today there are 191 
bidders on the list for that same item—all of them being small-business 
concerns, and most of them not previously having produced any 
items for the military services. 

In September of last year, 150 bid sets were distributed to suppliers 
then on the mailing list for wood pallets. Bid sets were requested by 
and subsequently provided to over 500 additional bidders. It was 
necessary to postpone the original date for opening bids from Sep- 
tember 22 to October 4 and again to October 25, because of the heavy 
demand for additional specifications and drawings, and the necessity 
of preparing additional bid sets. However, only 56 bids were actually 
received, or less than 10 percent of those requesting bids. The de- 
mand for continuous listing on this same bidders’ list for wood pallets 
has grown until there were, as of May 1, 1951, 603 firms on the mailing 
list, an increase of more than 100 firms over the previous month. 
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Still another example of the tremendous workload placed upon 
purchasing offices is contained in the following tabulation of five pro- 
curements made by the Navy Purchasing Office, Washington, D. C 
Do you want me to read that list? 
Representative Evins. We have it here. 
(The listing referred to follows:) 


| Requests 
Number | for bid sets 
of bidders (in addi- 


Bid sets 
distributed | Bids 


Invitation No, Item on mailing sien to nar 0 secsived 

| list mailing te vee 

| list) ist 
5115-0 Ammunition boxes 55 y5Y 759 | 81 
5119-0 Front clesure assembly 42 797 526 | 121 
5130-0 Rocket tanks 37 557 AOS 4) 
5133 Pallet racks 258 701 959 263 
5136 Too] boxes 115 56i 676 109 


Admiral Nosue. During January 1951, the Aviation Supply Office, 
Philadelphia, distributed over 54,000 invitations for bids—another 
indication of the monumental amount of paper work involved in an 
attempt to furnish bidding papers to prospective suppliers. The 
Bureau of Ships has 12 full-time employees engaged in screening, at 
the initial point of contact, correspondence, personal visits, and tele- 
phone calls from prospective suppliers seeking to get on the proper 
mailing list. 

We are making every attempt to provide efficient service to would- 
be suppliers, but it is inevitable that with the magnitude of the pur- 
chasing job which Navy procurement officers must carry out—over 
475,000 procurement transactions during the first three-quarters of 
fiscal year 1951—there will be some mistakes in handling properly 
and promptly individual requests for information, for specifications, 
or for inclusion on the appropriate bidders’ list. On behalf of the 
procurement officers throughout the Navy, I ask your sympathetic 
understanding of our problems when you receive complaints, many 
of which may be perfectly justified. 

What is more disturbing is the fact that it is self-evident that not 
all of those who are actively seeking Navy business can possibly be 
successful in obtaining it. I think that the above examples give you 
some sense of the keen desire which exists for contracts susceptible 
of performance by small concerns whose skills and facilities are 
general purpose in nature. They also illustrate, as is indicated by 
the relatively low return in the number of bids submitted in propor- 
tion to the number of bid sets distributed, that many small businesses 
are unable to manufacture the items which the Navy buys. 

The many requests for bid sets resulting from the publicity which 
is being given to purchases listed in the Department of Commerce 
synopses of bid information would, if all of these requests were 
granted, very seriously impede the orderly and expeditious placement 
of contracts. 

Such delays in getting material on order, and subsequently in 
getting deliveries when needed, would soon be felt by those who 
must have the materials on schedule to meet military necessities. It 
is our practice to provide extra bid sets on most items, in an amount 
equivalent to 50 percent of the number of bidders on the mailing list. 
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When additional requests are made for drawings and the supply has 
become depleted, the date for bid opening is postponed, wherever the 
military requirements will permit, in order to allow time for the 
preparation and distribution of additional bid sets as well as time 
for the preparation of the bid. However, oftentimes during such 
postponements, still additional requests for bid sets come in, and as 
was the case in the example I cited earlier, the supply is sometimes 
exhausted a second time with additional requests still unfilled. ‘This 
snowballing effect is not a theoretical possibility; it is an actuality. 

Naturally, at some point, the contracting officer must decide to 
establish a firm opening date, notwithstanding the fact that there 
may still be on hand some unfilled requests for bid sets, or that some 
companies have had only a very short time in which to prepare 
their bids. 

A second very practical problem is that of assisting small business 
concerns in determining what items they are able and anxious to 
make. Our purchasing offices make every effort to acquaint pro- 
spective catelbens with the types of materials which each buys. How- 
ever, there are many small concerns which do not make the necessary 
effort to determine for themselves what they are best qualified to 
make. Instead, they give purchasing officers lists of their shop 
equipment and state they are able to manufacture “anything’’ made 
of aluminum, sheet steel, plastic, or whatever raw materials they 
customarily work with in their civilian production. Such an approach 
is neither satisfactory nor realistic since the manufacturer himself 
knows far better than any purchasing officer what items he really 
should be attempting to manufacture. The average small-business 
man would not consider using such an approach in dealing with his 
commercial customers. There is no reason why he should. expect to 
be successful in securing military orders without “selling’’ his capa- 
bilities to Government procurement officers. 

Through the efforts of industry cooperation officers of the Navy 
Material Inspection Service, and the small-business specialists being 
appointed in each major purchasing office, we will shortly be able to 
give reasonable assistance to small manufacturers in helping them to 
determine for themselves those items which they can best manufac- 
ture, whether they be items the Navy buys on a prime contract, or 
those which a Navy prime contractor buys from his suppliers. 

Now I would like to say a word about the difficulties of encouraging 
small business concerns whose facilities best lend themselves to sub- 
contract work to seek defense orders from prime contractors making 
the larger and more complicated military items. Among many small- 
business men there is prevalent a view that it is much preferable to 
be a prime contractor than a subcontractor. There is no basis in 
fact for this viewpoint. To the contrary, many small business con- 
cerns find that the advantages of subcontracting far outweigh any 
prestige which could possibly accrue from being a prime contractor. 
If material shortages develop which threaten the time ‘ly performance 
of the subcontract, the prime contractor frequently will make every 
effort to provide the materials either from his own inventories or 
from his sources of supply. When manpower is lacking or when 
managerial assistance is required, the prime pace tor can often be 
counted upon for assistance. When funds are needed, a prime 
contractor is usually in a position to give financial counsel or assist- 
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ance. When engineering help is required to secure the proper quality 
of the subcontracted components, the prime contractor has a real 
incentive to provide such help to ensure that the quality of the end 
item which he must supply to the Government is not jeopardized 
by a subcontracted component of inferior quality. In these and 
other ways the subcontractor is shielded from many of the headaches 
that are the lot of the prime contractor. 

Let me illustrate the reluctance of small concerns to be subcon- 
tractors. In March, the Navy had an exhibit of electronics materia! 
displayed at Grand Central Palace, New York. One of the Navy 
representatives present to give assistance to prospective suppliers or 
subcontractors was asked by a small-business man how he could get a 
prime contract. In discussing his qualifications, it was discovered 
that this small business consisted of two engineers in partnership and 
five employees. Their plant was a garage equipped with some elec- 
tronic test sets and miscellaneous tools. They had no idea what they 
could make or what they wanted to make. However, they had already 
developed one firm policy—they would not be subcontractors. They 
insisted their proper role was that of a prime contractor. Extreme 
though this example may seem, it does typify an attitude which is 
prevalent among many small business concerns which contact our 
purchasing offices daily. 

I am sure that you gentlemen are just as familiar as we are with 
individual cases which raise some of these problems. I hope that 
from this discussion you will recognize some of the practical operating 
problems our purchasing offices must face each day. I also hope that 
I have made it clear to you that the Navy is earnestly trying to give 
assistance to qualified small producers to find their proper place in the 
Navy’s procurement program. This is a continuing concern and 
effort on our part, and will continue to be so 

Mr. Kimpa.t. I think that gives a pretty thorough background of 
our whole policy and what we are trying to do with it. 

Representative Evins. Thank you, Admiral Noble and Mr. Secre- 
tary. 

Mr. Kimball, I apologize for being called out and having missed the 
major portion of the admiral’s remarks, but I assure you I shall read 
them and study them. 

I have a few questions. We know that General Marshall, Secretary 
of Defense, on December 18 issued this order of broadening the 
industrial base of the procurement program, and we have heard the 
testimony of you gentlemen that you want to implement that policy. 

I wonder if you would tell us again the extent to which small 
business has participated in the procurement of the Navy since the 
emergency was declared by the President December 16 last, in 
numbers of contracts and also dollar value. 

Admiral Nosuie. That was part of my presentation and, with your 
permission, I will read it again, sir. It is at the bottom of page 2, the 
last paragraph. I will read it again, sir. 

During the period July 1, 1950, through March 31, 1951, over 330,000 Navy 
orime contracts (amounting to $649,000,000) were awarded to small business. 

hese contracts represent 69.5 percent of all Navy prime contracts, and 18.1 
percent of all dollars expended by the Navy for procurement, during that period. 

To interpret accurately these statistics, two factors must be conside For 
one thing, certain items with high unit costs such as airframes, propellers, en- 


gines, complicated radar and other electronic equipment require in their manu- 
facture heavy capital investment and large engineering and production staffs. 
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This almost automatically places the production of such items beyond the reach 
of small business. From a preliminary review of Navy prime contracts awarded 
during this 9-month period, $1,976,000,000 covered items of this complex char- 
acter which small concerns could not have manufactured. Of the remaining 
total of $1,598,000,000, which included all other items, small business actually 
received 40.6 percent. 

Representative Evins. Thank you, Admiral Noble. Those figures 
are not subsequent to December 16, 1950, but run from July 1, 1950? 

Admiral Noster. That is correct. We have the figures by months, 
January, February, and March, if you would be interested in that, 
sir. Also, we have the 6 months before. We can give you that 
information by months. 

Representative Evins. The points I am trying to arrive at are 
whether small business is having a larger share of participation since 
the emergency or a declining proportion. 

Admiral Nosve. It is having a larger share dollarwise and at the 
present time it is increasing percentagewise. | spe ak from the Navy 
point of view entirely and I would like to invite your attention to 
the fact that at the = sent time the greater portion of funds which 
have been made available to the Navy for its major procurement 
have been for the purpose of procuring aircraft, which, as you all 
appreciate, is not susceptible to prime contracting to small- business 
men. 

Representative Evins. Congressman Burton. 

Representative Burton. I merely wanted to sav that you have 
made an excellent case there for the Navy in that they are encourag- 
ing small business to bid and are giving them equal opportunities on 
these prime contracts. Of course, on these larger items which must 
be handled in large units, we have the problem of the subcontractor, 
so far as I have observed—we are getting more inquiries in that re- 
gard than otherwise. They do not think they are having opportu- 
nity to get in on these subcontracts—sufficient opportunity. The 
prime contractor is inclined to work with affiliates or build his own 
production to the exclusion of the subcontractor. I have had rather 
broad experience with both Army and Navy directly and the testi- 
mony you have given coincides with my experience, but on this sub- 
contracting problem, it seems that the small man is not getting in, 
and that is especially true when his plant is somewhat removed from 
the concentrated production centers. 

Admiral Nosve. I would like to speak on that point, if I might, 
sir. 

We have two factors involved which are going to make it possible 
for the small contractors to get into the field more thoroughly. One 
is we have set up a series of meetings in the larger cities. One is 
currently in operation this week in Boston. In those meetings our 
principal prime contractors, such as in Boston, in New England are 
setting up in Commonwealth Armory examples of things that they 
need, and it is under the general supervision of the mayor of the city, 
the Governor of the State, and the Armed Forces regional council, and 
the small-business men are brought directly into contact not only 
with the item to be manufactured, but with representatives of the 
major prime contractors. 

We are duplicating that throughout the entire United States. It 
takes time and it will probably be a year before we will complete all 
of the principal cities. 
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FP" T was down in Texas last month and I was informed by our inspector 
down at Houston that he had received a request to assist the Army, 
who was making a city by city survey of the south, including Texas, 
for suppliers for their tank programs, and they are actually going 
through the field like census people looking for plants which are 
capable of manufacturing highly specialized items. 

Additionally, I would like to read a paper which has just been handed 
to me, 

Pratt & Whitney division of the United Aircraft Corp. will pay $250,000,000 
this year for products from subcontractors and suppliers. This is double the 
amount of such purchases since the Korean War began. Ninety percent of the 
5,295 companies under Pratt & Whitney’s subcontracting list are classified as 
small business, with less than 500 employees each. These firms are located in 34 
States with 2,268 of them in New England. 

Mr. Koreuter. I would like to add one thing to what you said, and 
I think your remarks are very appropriate. There is another side to 
this coin, and that is the expansion of production facilities. That 
leads us into the field of certificates of necessity. 

I myself screen every certificate of necessity that comes through 
the Navy Department and, if we have existing capacity—and by that 
I mean existing capacity, in either large or small firms—then we 
should not approve certificates of necessity. We have been working 
along that line very carefully in order to see to it that the broadening 
of the base of industrial suppliers is carried on, because it is to our 
selfish interest to have as many sources of supply as possible which 
avoid concentration. 

So I think that is the capital side of the procurement picture that 
Admiral Noble spoke about. 

Representative Burton. Your certificate of necessity carries the 
privilege of accelerated amortization? 

Mr. Koerner. That is correct. 

Representative Burton. Is that certificate of necessity for increas- 
ing facilities necessary to increase their facilities or may they increase 
their capacity without such a certificate of necessity so long as they 
do not accelerate their depreciation amortization? 

Mr. Koeu.er. Any corporation, I would assume, has the right to 
spend its own money to increase its capacity, but I am speaking 
specifically of the certificates of necessity under section 124 of the 
Revenue Act which provides for the spending of their own money, 
and for the amortization of the cost}by means of a tax deduction over 
a 5-year period. 

Admiral Nosue. I would like to speak on that for just a second, 
in connection with private industry expanding its own capacity 
without a certificate of necessity. Unless it is given a priority, whic 
normally would go with a certificate of necessity, unless it was given 
such a priority by the National Production Authority or the Defense 
Production Administration, I do not believe at the present time it 
would be able to put up a building, because it would not be able to get 
building ers or machine tools or equipment without getting a 
priority. 

Representative Burton. The privilege of building goes automati- 
cally with the certificate, I take it then? 

Mr. Kimpauy. That is correct. 

Mr. Koeuter. Yes. 
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Representative Burron. But without a certificate of necessity 
they would have to have the priority? 

Admiral Nosize. They would have a struggle. I would like to 
refer that question to Mr. Watts. 

Mr. Warts. The granting of the certificate of necessity does not 
necessarily guarantee them material. We expect the manufacturer, 
if he is not under the DO system and is now operating to get his own 
materials through the normal channels—when we get into the CMP 
he may be able to get the materials if his program is included in the 
controlled -materials plan. However, the point that Admiral Noble 
makes is correct with respect to the man who does not have a cer- 
tificate of necessity. He will have a very difficult time getting 
authorization for the materials unless it has been screened by the 
services to determine that it is a necessary expansion. 

Representative Burton. We recognize that your jurisdiction is 
limited where you have given a time contract, but there are, I judge, 
ways in which you may encourage the broader distribution of these 
subcontracts and the use of that method of making their production. 

Admiral Nose. Yes. We have an example here in the instance 
of a Bureau of Ships contract clause which provides: 

In presently entering into a contract we may require subcontracting to a 
certain extent, and we put language in the contract 

Representative Burton. You have that privilege? 

Admiral Nose. Yes, sir. We actually have the language for it, 
Would you care to have that as a matter of record? 

Representative Burton. The fact is what I am interested in. 

Admiral Noste (reading): 

Effective immediately, all requests for proposals looking to a fixed-price type 
of contract or amendment thereto, including maximum price, flexible price, or 
incentive types, should include the following language: ‘‘ You represent that, 
if awarded this contract, you will place with organizations not affiliated with vou, 
subcontracts and purchase orders under this contract aggregating X dollars, 
which is X percent of your estimated cost of performing this contract, and that 
you estimate that at least X percent of said dollar amount will comprise such 
subcontract and purchase orders with small business concerns (herein considered 
to be any concern which, including its affiliates, employs in the aggregate fewer 
than 500 employees).’’ 

Representative Evins. Any further questions, Mr. Burton? 

Representative Burton. Not at this time. 

Representative Evins. Congressman Multer. 

Representative Mutrrer. Continuing on that same subject which 
Mr. Burton has been inquiring about, I think our investigations show 
that Pratt & Whitney is one of those companies that has a very firm 
policy of using existing facilities of subcontractors rather than in- 
creasing their own facilities. I am sorry to say: that we did not see 
much other evidence of that during the course of our investigations, 
and I think something should be done so as to get other contractors 
to do that same thing and follow that same policy. The clause you 
read a moment ago is all right so far as it goes, but I think you ought 
to go a little further. I think you ought to require these prime con- 
tractors to indicate to you what portions of the contract they will 
have to subcontract, because they do not have the facilities available. 
I think you should require them further to undertake that they will 
not acquire those facilities when there are equal facilities available 
from subcontractors. 
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Mr. Kimpacy. We discourage them putting more facilities in when 
they can get the work done on subcontracts. 

Representative Mutter. I think the discouragement should take 
the form of a clause in the contract rather than just telling them they 
ought not to increase their facilities. In many instances we found 
that subcontractors were told, “You can have this order, but 6 months 
from now there will be no more orders like this because we are in- 
creasing our facilities.” They can increase their facilities without 
getting certificates of necessity and taking advantage of the tax 
amortization provision which goes along with the certificate of 
necessity. 

It is quite true that in order to put up a new building they may have 
to go to NPA and get a certificate of approval in order to do that, but, 
in most instances, unless there is someone who is going in there to 
NPA and saying that these facilities are available through subcon- 
tracts, the mere fact that they go in and say that they have this 
defense contract and need these additional facilities, means that they 
will get DO’s from NPA. 

Admiral Nose. Mr. Congressman, we accept the validity of your 
position. We think it is quite sound. We have another angle to 
our responsibility, though, which we cannot lose sight of. In the 
placement of contracts we do analyze the facilities of the prime 
contractor. We consult with him as to what is proper for him to 
put out to subcontractors and what he should make himself. Addi- 
tionally, in our responsibility, we recognize the need for being able 
to expand existing facilities and production quickly, as quickly as 
possible, in case we get into an all-out war, and we have a broad 
program, of which this is a component part, and we do pay attention 
to this part. But we have a broad program in the interest of getting 
the material we need when we need it and not stockpiling now, but 
only coming up to a level, and then have a guaranteed productive 
capacity available so in case we do get into a shooting war, we can 
quickly commence manufacturing of our needs. 

So we have to analyze all those factors and we do, as I pointed out 
previously, take into consideration the position you have enunciated. 

Mr. Koruver. I would like to add one thing in affirmation of what 
you have said. It really makes the problem much more acute. It 
was mentioned in Admiral Noble’s statement, and it is something that 
many people forget, that the military dollars which are available in 
this period of limited mobilization are far less than what we spent in 
World War IIl—as an example, the peak dollar procurement spent for 
the military in World War II, if my memory serves me correctly, was 
around $94 billion on an annual rate. If you take into consideration 
the decrease in purchasing power of the dollar, | would say our spend- 
ing at the present rate is possibly 20 percent of that rate, and clearly 
the problem becomes much more acute when you do not have the 
dollars to go around. 

I do say we are making very sincere efforts in a wholly selfish way, 
because we realize, particularly if we have to go to all-out war, the 
value of increasing our ‘productive capacity, and a large part of that is 
essentially small business. 

Representative Mutter. What we are very much concerned about 
is that—we do not doubt the sincerity of the efforts of you and your 
associates in the various services—what we are concerned about in 
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this period, however, is that, when we are only spending 20 percent of 
what we will probably be spending next year or what we will be spend- 
ing when we reach that peak of all-out effort, in permitting big busi- 
ness to expand its facilities, we are going to push out of business or 
drive out of business the fellow who has facilities now. That means 
we are not going to expand, while one company has been permitted to 
expand and another man who has had the facilities is out of business 
and you have lost those facilities. That is what we must try to stop. 

An expansion now in one field which also eliminates part of the 
facilities in the same field does not give us expansion. 

I am glad to hear you gentlemen say you are considering that in 
your analysis and appraisal of the situation. 

Now, | note that on page 6 of the admiral’s statement you say you 
sometimes require large prime contractors to subcontract. | think if 
that is used in connection with this same topic we are talking about, 
that they be required to subcontract to small business rather than 
expand their facilities, that that program then will speed along and 
give us the assurance that we will eliminate the possibilitv that does 
exist of losing small-business facilities. 

You mention on page 3 that—this is Mr. Koehler’s statement—the 
law does permit vou to—vou call it subsidy and that is what it might 
be to a certain extent—-make payments to small business in excess of 
what the large contractor or the big-business man may be able to do 
the job for. 

Mr. Kogxuer. On a negotiated basis 

Representative Mutrer. On the negotiated basis? 

Mr. Koruzer. That is correct. 

Representative Murer. Doesn't that also apply on the bid basis 
where you bid for, we will say, a million items and you get bids for 
several different quantities, so there will be 400,000 of the items which 
will go to one bidder and the other will be for a million items? Aren't 
you then permitted to break that up into awards even though there 
will be a difference in price; that is, one award for 100,000 items may 
be for $1 and another for 300,000 ma be for 90 cents? Aren't you 
permitted to do that on the bid basis? 

Mr. Korner. Let me break it down into two essentials. On a 
competitive bid basis where we are dealing in large lots, let me give 
the Brockton Shoe case, which is the famous Navy case. There we 
had a requirement for 700,000 pairs of shoes. There were several 
bidders which could have supplied the complete requirement.  Exer- 
cising the authority we had under the Armed Services Procurement 
Act, we decided to take a portion of that procurement and break it 
into smaller lots which small business could complete. ‘Two small 
shoe companies in New England were awarded contracts even though 
slightly lower bids were received from large companies. We sub- 
mitted that question to the Comptroller General, believing that 
under the Armed Services Procurement Act we had authority to 
grant price differentials in that way to small business, and the Comp- 
troller General ruled ““No,”’ we could not do that; that, if we were on 
a competitive-bid basis, we had to award the contract to the lowest 
responsible bidder. 

Representative Mutrer. | think maybe we ought to send for the 
Comptroller General and have him explain his order, 
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Mr. Koen ter. Now, I would like to go beyond that. When we 
get awuy from the formal advertisement for bids of award, of which I 
have been talking, and get into the negotiated field, then, from the 
standpoint of statutory authority, it is our position that we do have 
authority to grant price differentials for whatever reason we may 
wish to pay. We have limited ourselves to granting price differentials 
only in those cases where we will broaden the industrial base of 
suppliers. 

Representative Mutrer. But is that being limited to negotiated 
contracts, not to competitive bidders? 

Mr. Koruter. Solely, 

Representative Mutrer. Why can’t we apply that to competitive 
bidding? 

Mr. Korner. Because the Comptroller General has ruled that 
under the Armed Services Procurement Act of 1947 we do not have 
such authority. It is the Brockton Shoe case. We will be glad to 
make that citation available to you. 

Representative Evins. That was prior to the emergency, was it 
not, those negotiations? 

Mr. Korner. Yes; but that would have no effect on this ruling 
because we are dealing solely with competitive bid. The emergency 
authorizes us to procure everything on a negotiated basis. 

I would like to speak to that point. When Secretary Marshall’s 
directive came out, which, as a matter of fact, was prepared by the 
members of the Munitions Board, of which I am one, we put a pro- 
vision in there that small business would continue to play an impor- 
tant part in our procurement program. I went back to the Navy and 
issued a directive which stated that with respect to items which small 
business could be expected to supply, I am referring to off-the-shelf 
items, that we would stick to the formal advertisement method as 
much as possible for price reasons and otherwise. I think that was 
a sound decision, gentlemen. 

Representative Mutrer. Do you think that in order that we can 
have this same practice applied to competitive bidding, we must 
change the law? 

Mr. Kornuer. Yes, sir. 

Mr. Kimpatu. Practically, sir, in your negotiated bids, you get a 
price from maybe half a dozen people and then you can negotiate them 
down to the low price if you can have a chance to discuss their problem 
with them. In a bid basis it is an open and shut case and you do 
not have a chance to negotiate with them. 

Representative Murer. That is quite true where you can break 
up a contract into smaller parts, even though the Government spends 
a little more money, as in the Brockton case. If part of it goes to 
small business, we could keep those men operating. In my opinion, 
it was important to keep those small men operating together with 
the big fellow by breaking the contract up. 

Mr. Kimpauy, That is what we are trying to do in broadening our 
base. 

Representative Mutter. If we need a change in the law to accomp- 
lish that, I think we should do that. 

When you get to staple items, the general public cannot be made to 
understand why you must negotiate on that, why you cannot issue a 
specification and get all the bids in. From your angle, I think you 
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should have the right to allocate parts of the contract, even though 
in order to keep some of the small-business men operating you have 
to pay them a little more. 

Admiral Nosie. May I make an observation now? 

Mr. Koreu.er. Yes. 

Admiral Nosie. The only sure way that it is possible to place the 
business in the hands of small business, contracts in the hands of small 
business, is through negotiation. Additionally, it is possible to have 
as much competition in the negotiation process as there is in formal 
advertised bidding. There are two things that must be recognized. 
One is that in negotiating to get competition you may bring in three 
or more companies, and when one gets the business, you have two or 
more companies that have not gotten the business. 

The other thing is that once you start with formal advertised 
bidding you are in difficulties with the law if you do not place the 
contract which would afford the best price to the Government. 

Representative Murer. I think the intent of the Defense Produc- 
tion Act was to make sure that small business gets a fair part of pro- 
curement even at the expense of the Government, even though it 
were going to cost us more in some instances. I think that is stressed 
in the statute. I think that is expressed in the policy statements 
that we have received from the various agencies concerned. I do 
note that DPA unfortunately has limited the difference in justifiable 
prices to negotiated procurement. I for one do not agree with that 
and believe it should not stop there. I wonder if you had an oppor- 
tunity to read the Comptroller General’s statement of May 8? 

Mr. Korner. Yes. 

Representative Mutter. Doesn’t that indicate that the prior 
ruling in the Brockton case is changed because of the Defense Pro- 
duction Act of this year? 

Mr. Kornter. No. Mr. Congressman, I must repeat what I said. 
In the Brockton Shoe case we submitted a state of facts on competitive 
bid procedures to the Comptroller General, which, in our opinion, 
was within the intent of the Armed Services Procurement Act of 1947. 

Representative Mutter. Yes. 

Mr. Koeuter. The Comptroller General ruled against us on that 
basis. The ruling he has handed down on May 8 deals solely with 
the question as to whether or not we have authority to grant price 
differentials in negotiated procurement for whatever reason we 
may have. 

Representative Evins. In negotiated procurements only. 

Mr. Koeurter. In negotiated procurements solely. 

Representative Muurer. May I suggest what occurs to me as a 
legal method of evading the 1947 law. When you get another situa- 
tion like the Brockton one, throw out your competitive bids and 
negotiate, if time permits. 

Mr. Kornter. Yes. We could do that now. We could not do 
that at the time we had the Brockton Shoe case because our philosophy 
was simply this, Mr. Congressman: That with respect to many 
common-use items, in the field of common-use items, where your 
small business can play its major share—— 

Representative Mutter. I agree. 
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Mr. Korner. We tried to grant that differential to small business 
on the basis of competitive bidding in years when we did not have a 

national emergency and therefore could not negotiate. 

Representative Evins. That effort on your part certainly shows a 
good intent. There is no doubt about that. 

Admiral Nosie. Looking over the Comptroller General’s letter, 
I interpret it to be that precedent to the action of making an award 
to small business on the basis of a price differential, there must be a 
determination on the part of the Procurement Secretary that such 
an award is in the interest of national defense. 

Mr. Koeuter. We do not feel that the Comptroller General's 
statement of May 8 has added anything to the statutory authority 
we had prior to that decision. 

Representative Mutter. I am reluctant to agree with you. 

Representative Evins. Any further questions, Mr. Multer? 

Representative Mutter. Yes. How do vou determine the situa- 
tion as to who should be invited to bid? For instance, just taking 
as an arbitrary instance the one which you indicate on page 9 of vour 
statement, Admiral, the very first one is ammunition boxes. You 
had 55 people on your mailing list. You received 959 additional 
requests for bids, making a total of 1,014. You sent out 759 bid sets 
and received 81 bids. 

Admiral Nosie. As a normal procedure, the companies who are 
anxious to bid in certain fields, such as in sheet metal work, have made 
themselves known to the department over the previous vears, and 
they are on accepted-bidders lists. We know they are capable of 
doing the work because they have done it previously or their plants 
have been inspected by our inspector in the field and they have the 
men, engineers, equipment and administrative staff and are capable 
of doing it. Companies who wish to be placed on bidders’ items for 
anv items make known their desires by telephone call, personal visit, 
or by letter. When we get that information, we ask our inspector 
to investigate their plant and we get back a factual report which says 
they are able to do the work or not. If they are good financially, 
their name goes on the bidders’ list. 

Representative Mutter. What is the attitude of vour department 
to small-business men who send their representatives rather than send- 
ing in an official of the company or the proprietor of the company, 
who comes in for information? 

Admiral Nosie. We treat all people alike, Mr. Congresman. 
We try to be courteous and helpful to all of them. 

Mr. Kimpauu. Half of the small businesses that come in here have 
representatives because a small business, for instance, in Seattle, could 
not afford a full-time representative. 

Representative Mutter. We on the committee are very anxious 
because of the notoriety given to the 5-percenters that the legitimate 
representatives of small business are not shunted aside and told that 
they will not be dealt with. Small business cannot operate without 
the aid of these men who can call at your agencies and find out what 
you need. 

Mr. Kimpatu. We ask them to tell us if they are represented by 
anybody who is not part of their company, but there is no discrimina- 
tion against them. 
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Mr. Koesuer. We are very much aware of that. We have gone 
to the point of providing information to people up here as to the names 
of people in the Office of Navy Material who provide -assistance. 
We have several people who take prospective suppliers to the various 
bureaus to find out what is being made and what is needed. 

I would like to call your attention at this point to our publication, 
Selling to the Navy, that has been distributed by the Navy. I would 
like to give you copies of this publication. It has been in existence 
for several years. This is nothing new. We have distributed hun- 
dreds of thousands of copies of it to facilitate the efforts of small business 
to get through what we admit is a necessary maze. 

The clerk has copies 

Representative Evins. Congressman Riehlman. 

Representative RiguitmMan. Mr. Koehler, in respect to certificates 
of necessity, I understand you are the one who has the final authority 
to pass upon them 

Mr. Koenuer. That is correct, insofar as our recommendations 
going over to NPA are concerned. 

Representative Rresuman. Right 

Mr. Koenuer. Yes, sir 

Representative Rren~tMan. I wonder if you can give the committee 
some idea as to the number that have been recommended for small’ 
business industries for the benefit of expanding their facilities and 
broadening the base of procurement as against the number that have 
been given to the large industries to expand their facilities? 


Mr. Kornver. | do not have a breakdown of that. I can give vou 


total figures as of the Ist of May, the Navy having approved, or rather 
recommended, roughly, the issuance of $130,000,000 worth of certifi- 
cates of necessity, which is by far the lowest recommended by any of 
the military services 

Representative RreximMan. But you do not have that broken down 
in respect to the percentage that has gone to small business? 

Mr. Koexier. We would be glad to break that down and send you 
a letter giving vou that information. 

Representative RieHuMan. Personally | would like to have it and 
whether it would be helpful in the record 

Representative Evins. We would like it for the record. 

(The information requested above follows: 


THe ASssISTANT SECRETARY OF THE Navy, 


Washington, June 13, 1951. 
Hon. JOHN J. SPARKMAN 
United States Senate, Washingion, D. ¢ 
Dear SENATOR SPARKMAN: During the recent joint hearings of the Senate 
and House Select Small Business Committees on May 15, 1951, inquiry was 
made of the Na\ yy witnesses of the number of certificates of necessit v recom- 


mended by the Department of the Navy for approval for issuance to small- 
business concerns. 

The Defense Production Administration has the responsibility for approving all 
certificates of necessity, and has available the over-all data showing the number 
of certificates issued to smal! business. Upon request, the Defense Production 
\dministration has submitted the following data (which ineludes certificates 
ssued under the authority previously exercised by the National Security Resources 
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Board) with respect to those certificates recommended for approval by the Depart- 
ment of the Navy through May 7, 1951: 
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Number of employees per establishment | Number | Percent | certificates 
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Percent 
| of total issued of total 
| Thousands 

Under 500 8 16.0 | $4, 467 4.0 
500 and over } 31 62.0 | YS, 666 89. 4 
Not known | 11 | 22.0 7, 208 6.6 

= = —_ = a —— — 
rotal | 50 100.0 | 110, 431 100. 0 


As might be expected in the initial stages of a rearmament program, a few 
large certificates account for a considerable part of the total value of the 31 
certificates issued to companies having over 500 employees. Three companies 
were granted certificates valued at $63,653,000 covering facilities for the con- 
struction of aircraft engines and propellers, which are generally not susceptible 
of manufacture by small business. This amounts to 64.5 percent of the total value 
of all certificates issued to companies having over 500 emplovees. As rearmament 
speeds up and the smaller firms undertake defense production, particularly sub- 
contracting, it seems reasonable to believe that a greater number of certificates 
will be issued to small-business concerns. 

Sihcerely yours, 
Joun T. Koen er. 

Representative RreHuMan. I think it is pertinent to the subject we 
are considering because we are interested in the smaller industries 
being considered in this program. Of course, we are naturally 
interested in what is being done with regard to them in giving them an 
opportunity to expand their facilities and aid in the program and not 
allow the big operators, just because it is an opportunity for them to 
expand with this tax amortization advantage, to thereby preclude the 
little fellow from the same opportunity. 

Mr. Koreu.er. This is not the answer to your question. We will 
supply that information. In that connection, however, one thing 
should be said, which has not been said, that before we recommend 
the granting of a certificate of necessity, we have assured ourselves that 
subcontracting will not take care of the requirements. That is a 
necessary preliminary which I think is extremely important. In other 
words, let's suppose a large prime comes in and says to the Navy: 
“You wish us to make such and such item. We do not have adequate 
capacity. We wish to increase our capacity through a certificate of 
necessity.’’ Our question is: To what extent can this procurement be 
subcontracted and if most of it can be subcontracted, we would 
disapprove the request for a certificate of necessity. 

Representative RreaiMan. | think that is a very fine approach 
that you are making to the problem, and I hope that is carried out in 
detail, because that is very important. I am fearful that in some 
instances that has not been the case and certificates of necessity have 
been granted where more serious consideration should heve been given 
to their expansion, and the possibility of lending that same assistance 
to a great many small industries in the country to keep them in oper- 
ation has not been fully explored. That is the oniy question | have. 

Representative Evins. Mr. Koehler, I want to ask vou the extent 
to which you are restricting subcontracting in particular areas. Do 
you have a policy that once a man procures a prime contract, he shall 
do his subcontracting m that immediate area? 
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Mr. Kornter. No, indeed. The only restrictions, which are not 
really restrictions, as we have stated, the only restriction I can think 
of is the increased cost of transportation, and things of that kind. 
We do not have such a policy requiring subcontracting in any par- 
ticular areas. 

Representative Evins. Do you advise or suggest that subcontract- 
ing be restricted? 

Mr. Koeruunmr. I issue all the policy statements. I have never 
issued such a statement. Iam quite sure it has not been done. I will 
ask Admiral Noble. 

Admiral Nosus. No; there is no restriction placed on geographical 
location on primes for subcontracting. 

Mr. Kimpauu. That would be a bad policy. 

Representative Evins. This committee has had testimony in the 
field to the effect that experienced reliable concerns, that have had 
experience in both wars, are now finding in certain instances that they 
are unable to subcontract because the prime contractors have been 
advised to subcontract in their immediate locality. 

Mr. Korner. I would appreciate very much tf you could give 
us any information of any Navy official making a statement like that, 
because we do not believe in that policy, Mr. Chairman. 

Representative Evins. In relation to aircraft manufacturing, 
certain regions in the South where they do not have aircraft manu- 
facturing are unable to receive subcontracts, while areas like Cali- 
fornia received the lion’s share of the subcontracts. There is no such 
policy? 

Admiral Nosue. No, sir3 

Representative Evins. I believe sufficient questions have been 
asked regarding the use of existing plant capacity, but I might ask 
one more as to what inventory has been made by the Navy, if any, 
of the current plant capacity of small-business facilities. You state 
if a man comes in and he is old and reliable and you have had his 
name on the list for many years, you are inclined to consider him, 
but is your information current? Have you made a survey and in- 
ventory? 

Admiral Nose. In regard to the inventory of manufacturing 
capacity, the Munitions Board is charged with that responsibility, 
and we all contribute to it. The studies in industrial mobilization 
which we do under the guidance of the Munitions Board are aimed 
at maximum utilization of present existing facilities. Specifically, 
we have not made any city-by-city or area-by-area inspection to see 
what latent production capacity is available at the present time. We 
do not have the personnel to do such a study. 

Mr. Korn.er. | would like to add something in amplification of 
Admiral Noble’s earlier statement and this will be responsive to your 
question, Mr. Chairman. The increase of the qualified bidders on 
our bidders’ lists—those lists have increased tremendously in the last 
2 vears for understandable reasons. 

I will give you an example. The list of qualified suppliers for paint 
now contains over 400 names. In order to do two things—to expedite 
our procurement and to cut down our paper work and to spread 
expeditiously our business—with respect to a large paint order 
recently we took 80 names from that list and advertised a portion of 
that. Then we started again with another 80 names, and then 
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another portion, so that within the area of each 80 we might have 


slight diversities of price, as you mentioned, but we would see to it 
that no one or two concerns appearing on the over-all list would get 
most of the business. 

That does two things. It provides for a diversification, and it 
provides for smaller quantities being made, and avoids centralization. 

I think that is a help. 

Representative Mutter. Pardon me, Mr. Chairman. 

Of course, there is no way of preventing one of the first 80 getting 
the specifications. 

Mr. Kopnuer. He is out. He is not qualified in the second 80. 

Representative Mutter. You will not accept a bid from him on the 
second 80? 

Mr. Koesier. No. 

Representative Evins. That is an excellent statement on broaden- 
ing the base. That might answer my next question. To what extent 
is the Navy encouraging an aggressive subcontracting policy? 

Mr. Korner. Well, we are doing everything that we can think 
of to aggressively encourage subcontracting. There is one difficulty 
which you also strike, namely, to insist on subcontracting beyond a 
certain level gives the prime contractor an opportunity to disclaim 
responsibility for performance. That is a technical aspect which you 
must recognize. Within the limits of sound procurement, we are 
doing everything we can to encourage aggressive subcontracting, not 
only, Mr. Congressman, to spread the business, but to get our business 
outside of tight industrial geographical areas, which, in our opinion, 
is very important. 

Representative Evins. Other witnesses have testified regarding the 
appointment of specialists in procurement in the field. Does the 
Navy employ such specialists or are all procurements made at certain 
top levels? 

Mr. Korner. No. That is a Munitions Board policy which we 
are implementing now. All our major procurement offices in the 
field have or will have in the near future small-business specialists, 
whose sole job will be to look out for the interests of small business 
and to make recommendations to the contracting officers accordingly. 

Representative Evins. Thank you, Mr. Koehler. 

Mr. Dalmas of the committee staff. 

Mr. Datmas. Gentlemen, I want to ask just one or two questions 
about General Harrison’s statement. 

You have indicated a great deal of interest in seeing that your 
procurements are subcontracted as much as possible. No. 3 recom- 
mendation in the statement of April 23 says: 


Contracting officers should obtain agreements with suppliers that subeon- 
tracting will be used wherever possible. 


And No. 4 says: 


Prime contractors. should be provided with incentives to subcontract to the 
maximum degree possible. 


That goes on—— 

Mr. Koeu.ter. Just a minute. This has come up before in this 
meeting. You are speaking about this press release of April 23? 

Mr. Damas. That is correct. 
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Mr. Koeuter. | call your attention to the fact that the first page 
of that, down through item 4, speaks of various policies which are 
adopted, but then it says: 

To carry out the procurement policies, Mr. Harrison said the two DPA com- 
mittees have recommended the following eight specific steps. 

Those were recommendations by two DPA committees. What are 
you addressing your question to? 

Mr. Daumas. | am wondering whether or not the recommendations 
thus made, which apparently have the approval of the Defense Pro- 
duction Administration, as to whether contracting officers are obtain- 
ing agreements with suppliers that subcontracting will be used wher- 
ever possible, and then for prime contractors to be provided with 
incentives to subcontract—and the committee's findings go on to say: 

Current cost analysis practices tend to discourage subcontracting by allowing less 
administrative costs, overhead costs, and profits on subcontracted portions of 
prime contracts on the theory that it is less costly to the prime contractor to 
administer subcontracts than to do the work in his own plant. 

The question I am asking is whether or not the Navy agrees with 
the recommendations announced by General Harrison. 

Mr. Korner. The first question you asked is whether or not con- 
tracting officers are obtaining agreements with suppliers that subcon- 
tracting will be used wherever possible. Admiral Noble’s testimony 
on that point covered it adequately. Wherever possible, we are 
encouraging subcontracting to the greatest possible extent. 

As to prime contractors being provided witb incentives to sub- 
contract to the maximum degree possible, the Navy does not in all 
respects agree with this statement because I do not know what the 
word “incentives” means. Does it mean that we should provide in 
subcontracting that the prime contractor should get just as much 
profit if he subcontracts 50 percent of his work as if he subcontracted 
none of it? 

1 would like to ask you that question. If that is what that state- 
ment means, the Navy vigorously opposes it. I do not know what the 
statement does mean. 

Mr. Davtmas. Has any attempt been made to find out what this 
means? 

Mr. Korner. Yes. There have been discussions at the DPA 
committee level, of which I attended several; to bring this thing down 
to proper compass. The Munitions Board adopted a policy which said 
on negotiated contracts—and that is what we are talking about here 
we would be authorized to pay price differentials in order to broaden 
the base of industrial suppliers. 

The question here is whether or not we shall pay more for our pro- 
curement dollar, which is through the medium of subcontracting 
solely and has nothing to do with broadening the base. I would say 
to the extent that we can get contracts subcontracted and still keep 
within a reasonable dollar limit, we should and are doing everything 
we can to subcontract. 

But if this statement means—lI do not know that it does—that we 
should spend more of our procurement dollar solely in order to acquire 
more contracts at the subcontract level, then I disagree with it. 

Mr. Daumas. This particular statement: “Current cost analysis 
practices’”—the committee explains—“tend to discourage subcon- 
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tracting by allowing less administrative costs, overhead costs and 
profits on subcontracted portions of prime contracts on the theory 
that it is less costly to the prime contractor to administer subcontracts 
than to do the work in his own plant’’—— 

Mr. Koeuter. Insofar as the Navy is concerned, I do not think our 
current cost analysis practices do tend to discourage subcontracting. 

Mr. Davmas. That is what I wanted to find out. 

Mr. Koruter. Yes. That is my answer to that. 

Mr. Davmas. One other question: This is on the appointment of 
small business specialists. I noticed in the information by the Army 
that it contemplates that they will go out and secure small-business 
men wherever possible, but it does not preclude the possibility of the 
a, opt eye of military personnel wherever you feel it is advisable. 

s that your policy also in regard to these specialists? 

Mr. Koenter. | will have Admiral Noble speak to that. 

Admiral Nose. We expect to utilize the services of qualified com- 
missioned procurement officers or qualified civilians. 

Mr. Damas. In the appointment of these small-business specialists 
you will use existing personnel? 

Admiral Nosie. Not necessarily. We will use the same type of 
qualified personnel that we have in our procurement offices. 

Mr. Daumas. And their duties will be solely to look after small 
business? 

Admiral Nosue. As described in my presentation. 

Mr. Daumas. They won’t have other duties? 

Admiral Nose. Not expected. Their primary duties will be in 
connection with small business participation. 

Mr. Davmas. I notice in the Army implementation they noted it 
would not preclude these officers from having other duties. It looked 
to me as though it might be a sort of part-time job. 

Admiral Nosue. As a matter of fact, the Navy has never restricted 
the utilization of officers’ services to one specialized field, because we 
find the broadness of his education requires that he operate in more 
than one field and then be available for such tasks which arise from day 
to day that they are capable of doing. We do not have enough people 
available so we can allocate only a specific number to a specific task, 
but we are frequently performing, as we call it, “‘all hands evolution,” 
in which everybody gets busy and does the important work when the 
emergency requires. 

Representative Evins. You want him to be a small-business special- 
ist, but you want him to do other things if the emergency arises. 

Admiral Nosue. That is right. 

Mr. Datmas. The Army furnishes us figures which eventually wind 
up in the Munitions Board and wind up as an annual report. They 
furnish us the small business figures monthly. I wonder it would be 
too much of a burden on the Navy to ask that those figures also be 
furnished monthly. 

Admiral Nosie. They can be furnished. 

Representative Evins. If you do that, it will be helpful. 

Mr. Newby of the Senate staff. 

Mr. Newsy. Admiral Noble, addressing ourselves to items which 
small business can make and to the bidders’ lists maintained on those 
items, I wonder if you can tell us to what extent those bidders’ lists 
have been closed for any appreciable period. 
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Admiral Nosie. You mean declined to accept any additional num- 
bers on wt? 

Mr. Newsy. Yes, sir. 

Admiral Nose. It is not our intent to close bidders’ lists. How- 
ever, when you get more bidders than you can accommodate, it be- 
comes necessary to invite bids from only a portion of the bidders 
listed because you may not have enough drawings and specifications 
to serve all of them. On the next purchase of the same or similar 
items another group of the bidders listed are invited to bid. 

Mr. Newsy. | wonder at what point you would consider a list to be 
overloaded. 

Admiral Nose. It all depends upon the nature of your bid proposal. 
If you are sending out proposals which are relatively simple, you could 
accommodate many more than if the items are complex and require a 
multitude of drawings and large sheaths of papers. 

Mr. Newsy. The reason I mentioned that was that we had busi- 
nessmen come in and say there are a number of items they know they 
can manufacture, but they cannot get on the Navy’s bidders’ lists or 
M list, as you call it. 

Mr. KimBa.u. | have never heard of that. 

Mr. Korenu.uer. Insofar as the Navy is concerned, we welcome addi- 
tions to our bidders’ lists. I do not wish to dispute you, Counsel, but 
in my 2 years as procurement secretary, I have never heard that 
complaint made once, because we provide all facilities to put qualified 
bidders on our bidders’ lists and we want them on. It is a great help 
to us. 

Mr. Newsy. Who is it that controls that? 

Admiral Nosuie. The contracting officer. 

I would refer you to page 9 of my presentation as to our recent 
experience. 

Mr. Newsy. I think I would like an opportunity later to get in 
touch with you about some of these people. 

Mr. Kopater. It is perfectly all right. Call up and come down. 

Admiral Nosie. Let me make one slight observation. There are 
some people who have asked to have their names placed on bidders’ 
lists who are not either competent to do it or, for one reason or another, 
are not capable of producing the item. 

Mr. Newsy. Following that down one step further, suppose you 
get a new item, an ordnance item, let’s say, something that can be 
manufactured by a small metalworking shop or a medium-sized one, 
is that list open for folks who come in to see your contracting officer 
and does he have the power to add them to that list? 

Admiral Nosie. Yes. Normally, the technical section knows 
which companies are capable of doing the work and, when they submit 
the initial request for authority to contract, they list a number of 
companies that are capable of doing the work in their opinion. 

Mr. Newsy. Our problem arises when new people come in and 
want to get in on the business. 

Admiral Nose. I explained previously that when people come in 
and say they want work to do, whether they write, telephone, or come 
in in person, their facilities are studied to find out whether they are 
capable of manufacturing the item. 

Mr. Koen.er. A considerable assistance will be rendered in this 
field by the small-business specialists who will be looking at these 
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invitations that are distributed every week solely with that point in 
view, can small business do this job, and they will bring that to the 
attention of the contracting officers. That is a gap that is being well 
filled now. 

Mr. Newsy. How will these small-business specialists report? I 
noticed, Admiral Noble, in the implementation you put out on April 
7, you said they would operate under instructions to be issued by 
Mr. Philip G. Read, who is to be the small- business specialist in the 
Office of Naval Material. I wonder if he will receive regular reports 
from these specialists in the field on what they are accomplishing. 

Admiral Nosie. Going back to your question, I do not agree 
with your interpretation of my order. The chiefs of the bureaus 
to whom funds are appropriated by the Congress are charged with 
the supervision of their programs. That has to do with our procure- 
ment programs. The specialists who serve in the bureau in Washing- 
ton or in the procurement offices in the field will be subject to the over- 
all supervision, first, of the chief of the bureau of the interested 
activity and also to the procurement or contracting officer. 

He is not privileged to exercise independently any authority. 

The Munitions Board policy in regard to small-business specialists 
says: 

They will be appointed by name and writing and will be directly responsible to 
the appointing authority. The power of appointing small-business specialists 
will not be delegated below the level of the head of the procuring activity. 
It is desired that the positions of small-business specialists be filled by personnel 
of the highest caliber with extensive experience in industry and preferably they 
should be filled by small-business men. 

My letter, paragraph 7, says 

Mr. Philip G. Read has been designated as the sma!l-business specialist for 
the Office of Naval Material, and, as such, will serve as the point of contact 
for small-business specialists designated in accordance with enclosure 3. 

Mr. Newsy. The point I wanted to make is whether there would 
be a means of checking the uniformity of the effectiveness of these 
specialists. 

Admiral Nose. There will be a means when we have money to 
check. Unfortunately, the Navy has run out of procurement money. 
When we get our new appropriations, we will have something to oper- 
ate with. 

Mr. Kornuer. Mr. Read, I may say, is the point of contact in the 
Office of Naval Material. He is the Navy member of the DPA small- 
business committee. He has been operating in this area for a long 
time. It will be his responsibility under the over-all supervision 
of Admiral Noble to collect the information and to provide the 
essential data we need. 

Mr. Newsy. Could I ask you this? To what extent are procure- 
ment officers now permitted to withhold from the Department of 
Commerce on security grounds data concerning awards that has been 
made of prime contracts? 

Mr. Kornuter. I will speak to that. Your sole question, as I under- 
stand it, relates to security. 

Mr. Newsy. On awards. 

Mr. Koester. What is the extent to which the contracting officers 
themselves determine security requirements? Was that your question? 

Mr. Newsy. That is correct; yes. That is, security as to the 
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publishing of the information on the weekly synopsis of contract 
awards that the Department of Commerce issues. 

Admiral Nose. Quantities. 

Mr. Korner. [ would suppose that is within the responsibility 
of the particular contracting officer, and, if not, the head of the 
particular contracting branch in the particular bureau. 

Mr. Newsy. Yes. I wanted to find out to what extent, though, 
awards are not being published which are not of a classified nature 
themselves. 

Mr. Koeuter. Insofar as that is concerned, the Munitions Board 
2 weeks ago adopted a policy that said that, consistent with security 
requirements, all negotiated and advertised procurements exceeding 
$10,000 made in the continental United States be publicized when 
such procurements are scheduled to be opened 18 days or more from 
date of issue. That requires publication of all—— 

Mr. Newsy. That is an advance, isn’t it? I am talking about after 
an award has been made for, say, $30,000 worth of canned pineapples, 
the contracting officer in the field sends that information to the De- 
partment of Commerce and the Department publishes it in a weekly 
synopsis. The purpose of the weekly synopsis is to give small- 
business men an opportunity to get in touch with the prime contractor 
for subcontracting work. 

Mr. Koeuter. That is right. 

Mr. Newsy. There was an analysis made by a committee at DPA 
which indicated that all of the prime contracts being awarded over 
$25,000 were not being published in the weekly synopsis, the reason 
evidently being that the information was not received. I wondered 
if you had any idea to what extent Navy contracts were not being 
turned over to Commerce for publication. 

Mr. Kornter. | have no idea. I assume we have been turning 
them over consistent with security requirements and consistent with 
the policy of the Munitions Board that, whether or not quantities and 
amounts, and so forth, would be published would be a security matter 
to be decided in the particular bureau making the procurement. 
This depends upon an intelligent application by intelligent men, be- 
cause it may be advisable not to publish the fact that we are buying 
200,000 pairs of shoes or whatever it may be, because collating the 
various minute information such as that one can come out with some 
perfectly startling results from the standpoint of security. 

Representative Mutter. If you are going to prevent that kind of 
information from coming out after an award, you have to prevent 
publicizing it when you make the request for bids. If you call! for 
bids for 200,000 pairs of shoes, any enemy who can use that information 
uses it from that, the fact that you are looking for it, not the fact that 
you have made the award. 

So I cannot see why there is any reason for eliminating much of 
the information that went into the Department of Commerce weekly 
announcements. 


Mr. Koeuter. Right. ; 
Representative Mutter. Of course, some of the information should 


have been withheld, but much of it should never have been withheld. 

Mr. Koruter. Again, Mr. Congressman, we are back to the 
difference between advertised procurement and negotiated procure- 
ment. On advertised procurement, clearly quantities and specifica- 
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tions are publicly published and broadcast, and there is no security 
question there at all. The Munitions Board’s policy deals in the 
main with negotiated procurement. 

Mr. Newsy. Could I ask you this, Admiral Noble: Whether you 
have any figures of the percentage of advertised contracts as against 
negotiated contracts since the emergency began? 

Admiral Nosue. I think I have. 

Mr. Korenuer. I think he testified to that in his statement. 

Representative Evins. It is in the record. He answered that 
initially. 

Admiral Nosie. We have here for the first three quarters a total 
of 8.4 percent advertised, and 91.6 percent negotiated. That is for 
the first 9 months. That is number of transactions percentagewise. 

Mr. Newsy. Have you made any study to determine how much 
time you saved by negotiating as against advertising? 

Admiral Nosie. Yes. We have made studies. There are so 
many variable factors, though, that it is nearly impossible to make a 
clear determination as to which is to be used. For example, in the 
purchase of things off the shelf, where the specifications are simple 
and available, it is pot too much trouble for advertised bidding. If 
you want to negotiate, you can call up on the telephone and do it in 
half an hour, possibly. 

Mr. Newsy. That brings up the one remaining point I have, and 
that is whether in connection with your efforts to broaden the base 
under negotiation during the period when advertising isn’t being 
used much, you have been able to determine how many new suppliers 
you were using in the negotiation process over all. 

I think the Army gave us some figures on that yesterday 

Mr. Korater. First of all, I question your premise because we 
are using advertising to a considerable extent with respect to some 
of the shelf items and those items which can be procured within the 
limits of small-business capability to procure them with respect to 
negotiations. We must go to negotiations, as we did prior to the 
declaration of the emergency, where there is a sole source of supply for 
the manufacture of large individual items such as ships, planes, jet 
engines, and the like. 

Now, we are increasing the number of small suppliers which can 
perform for us under negotiated contracts, yes; by broadening the 
base and otherwise; just exactly what that is numberwise, I for one 
cannot tell vou. 

Mr. Newsy. In order to find out to what degree you have been 
successful, it would probably be well to get the figure. 

Admiral Norte. I do not understand the significance of your 
question. Will you repeat it again? 

Mr. Newsy. If you are endeavoring to broaden the base in conform- 
ance with the policy put out by DPA, which is to keep existing 
facilities existing, in order to determine whether you are having any 
degree of success, you have to find out whether you are using new 
suppliers in that category. 

Admiral Nosie. We know we are doing it. It is just a question 
of counting them up. We did not broaden the base initially for the 
purpose you enunciated. We broadened the base of our suppliers so 
that in case we got into full mobilization conditions, we would have 
capable suppliers in a position to manufacture. 
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In the broadening of the base of suppliers we attempt, wherever 
possible and practical, to utilize small business, so they, too, can 
contribute to that purpose. 

Mr. Kornver. Counsel, answering you just as directly as that, in 
évery case where we refuse to recommend a certificate of necessity 
with respect to a prime contractor, where we have determined he can 
subcontract and he goes ahead and gets the procurement, then I 
guarantee you that more small business and more subcontractors are 
in the picture than before we allowed the contract. 

Mr. Newsy. Surely. But the only question I had is that vou are 
unable to determine how effective you are unless you run statistics 
on the number of new sources you have. 

Mr. Kopui_er. We would like to do that, but we would like vou 
to look over the requirements for statistics, with everybody saving 
we should operate with fewer people and less money. 

Representative Evins. Any further questions? 

Representative \lutrer. Has any directive gone out to the various 
procurement offices as to pooling arrangements by small facilities? 

Mr. Korner. Not so far as | know. We have made quite a large 
study of that. You appreciate its difficulties and implications, I am 
sure. I believe there is one procurement being contemplated for 
Omaha. 

Representative Mutrer. That has been approved. 

Mr. Korner. I don’t know. 

Representative Murer. Yes, that has been approved. We have 
received official word that it has been approved. 

Mr. Korner. The possibilities are quite significant, and the 
difficulties are, frankly, tremendous, but we are working along that 
line and think it might hold. As a matter of fact, | spoke to people in 
Seattle 2 months ago on that very subject and it does afford an oppor- 
tunity which, if workable, and in some areas it is workable, will meet 
the situation. 

Representative Muvrer. Pending the receipt of the action, word 
as to the action, in the Omaha situation, most procurement agencies 
have been discouraging small business from trying to pool their facil- 
ities. I think the policy has been laid down and the various procure- 
ment offices should be advised that each pooling arrangement should 
be submitted—they should submit their plans as to the manner in 
which they are cooperating—and each one must then be approved in 
order to be able to qualify as a bidder. But I think, since we have 
been discouraging them from doing that, word should be sent to the 
procuring agencies now that, if they do comply with the Department 
of Justice’s regulations, they can qualify. 

Mr. Koruver. I speak for the Navy. We have not discouraged 
them. We recognize quite a few difficulties. For instance, if vou set 
up a corporation which pools all the resources of a group of small 
manufacturers, there are numerous questions raised wholly aside from 
the antitrust implications. One is the question of performance, per- 
formance bonds, and things of that kind. But it is possible and in 
many areas it is feasible—and we encourage them and work actively 
with them to the extent that they can be made to work. 

Representative Evins. Thank you, Mr. Secretary. 
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Because of the lateness of the hour, we are going to have to adjourn. 
We appreciate your excellent statement. We feel these meetings are 
helpful both to you and to us. We appreciate your testimony this 
morning. 

The committee stands adjourned until 10 o’clock tomorrow morn- 
ing when we will hear representatives of the Air Force. 

(Whereupon, at 11:55 a. m., the committee adjourned until 10 a. m., 
Wednesday, May 16, 1951.) 














SMALL BUSINESS PARTICIPATION IN MILITARY 
PROCUREMENT 


WEDNESDAY, MAY 16, 1951 


CONGRESS OF THE UNniTED STATEs, 
SELEctT COMMITTEE ON SMALL Business, UNITED 
STATES SENATE, AND SELECT COMMITTEE ON SMALL 
Business, House or RePRESENTATIVES, 
Washington, D.C. 

The select committees met, pursuant to adjournment, at 10 a. m. 
in the Old House Office Building, room 362, Washington, D. C., 
Representative Evins presiding. 

Present: Representatives Joe L. Evins, Abraham J. Multer, 
Clinton D. MeKinnon R. Walter Riehlman, Horace Seely-Brown, Jr., 
and Thomas B. Curtis. 

Also present: John E. Newby and Walter Stults (staff, Select 
Committee, United States Senate); and Victor P. Dalmas, executive 
director Ernest L. Stockton and Duncan Clark (staff, Select Com- 
mittee, House of Representatives); and John Fisher, secretary to 
Senator Leverett Saltonstall. 

Representative Evins. The committee will come to order. 

We will continue our Senate and House Joint Committee hearings. 

This morning we have John A. McCone, Under Secretary, the 
Department of the Air Force; and Brig. Gen. H. A. Shepard, Director 
of Procurement and Engineering, Department of the Air Force. 

We are mighty pleased to have you gentlemen with us to give us 
your testimony. 

Do you have a prepared statement, Mr. McCone? You may 
testify as you wish. 

STATEMENT OF JOHN A. McCONE, UNDER SECRETARY, DEPART- 
MENT OF THE AIR FORCE; ACCOMPANIED BY BRIG. GEN. H. A. 
SHEPARD, DIRECTOR OF PROCUREMENT AND ENGINEERING, 
DEPARTMENT OF THE AIR FORCE; AND KENNARD WEDDELL, 
SPECIAL CONSULTANT ON SMALL BUSINESS TO THE DEPUTY 


CHIEF OF STAFF, MATERIEL, DEPARTMENT OF THE AIR FORCE 


Mr. MeCone. Mr. Chairman, I have a prepared statement which 
I would like to file. If you desire, I will read it, but I think that my 
testimony, as I run through the charts, will very largely cover it. 

Representative Evins. How lengthy is your statement? Why 
don’t you just read it? 

Mr. McConr. I will do so. 

The Department of the Air Force welcomes this opportunity to 
appear before vour committee, as we have a two-fold interest in small 
business. We are interested in doing our part, in the conduct of our 
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procurement activities, to help maintain a sound economic structure 
Nation-wide, and further, we are acutely aware of our need for com- 
petent small plants to enable us to meet our prime responsibility to the 
Nation; that of getting the required number of planes, in the shortest 
possible time, at the lowest cost to the taxpayer. Because of our 
strategic bombing missions in World War II we in the Air Force are 
fully aware of the vulnerability of a nation whose production facilities 
are highly concentrated. We know we must have a wide dispersal of 
production facilities, and this necessarily involves small plants either 
as prime contractors or subcontractors. On this we are, and have 
been putting forth our best efforts. It immediately raises another 
problem. In these days of semi-mobilization the volume of procure- 
ment is less than it will be should M-day come. Should that dav 
arrive, and it could come suddenly, our requirements would multiply, 
and we could be faced with the loss of many of our currently used 
production facilities. We would almost over night, require the facili- 
ties of every competent producer in the country, large and small. 
Will they be there, in operating condition, or will many of them par- 
ticularly the small concerns, have fallen by the wayside in the disloca- 
tion of industry due to material shortages, or due to overexpansion 
within the industry itself? This problem is to a certain extent outside 
of our field, though we will be vitally affected by it. We know that 
vour committees are giving it careful study, and you can be assured 
that the Air Force needs no directive to do its part within its au- 
thority. 

So vou can readily see why there has alwavs been an active small- 
business program in the Air Force. Last fall it was stepped up, and 
ii was further expanded upon the President’s proclamation of an 
emergency. Air Force policy with respect. to small business is, or 
should be, well known. However, it has just been restated in an 
Air Force leiter to all establishments in Continental United States, as 
follows: I am now reading a letter signed by General Vandenberg. 

The Department of the Air Force desires to reiterate its policy with respect to 
the participation of small business concerns in defense procurement for the 
guidance of all concerned 

Established Department of the Air Force policy is to obtain the participation 
of smal! plants to the greatest possible extent in the deferse production program, 
whether as prime or as subcontractors, for the purpose of broadening the base of 
supply and of maintaining a sound nationwide economic structure. 

In view of the fact that a very high percentage, in dollar value, of Air Force 
requirements can be suitably produced only by large plants, and only a corre- 
spondingly small percentage, in dollar value, can be suitably produced by small 
plants, the Department of the Air Force re-emphasizes its declared policy to place 
as many contracts as possible in this latter category with competent small plants. 

In the placement and administration of contracts with large, as well as small 
concerns which, in the opinion of the Air Force offer subcontracting possibilities, 
the contracting officer and the appropriate administrative office will bring this 
policy to the attention of the prime contractor, and will make every effort to 
effect the maximum practicable amount of subcontracting and the resultant use 
of small plants to the extent consistent with the contractor’s responsibility for 
satisfactory performance. 

By Order of the Secretary of the Air Force: 
Hoyt S. VANDENBERG, 
Chief of Staff, United States Air Force, 

There is a pride of accomplishment within the Air Force, that in our 
practices we have kept pace with stated policy. Our small-business 
program is positive, and aggressive. Some of it has been in effect for 
many months, and other parts will be recognized as an indication of our 
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determination to provide not just 90 percent effectiveness, but as close 
to 100 percent as rests within our power. 

Now, if | could depart from this text for just a minute 

Representative Evins. As you proceed, it is all right, Mr. McCone. 
Go right ahead. 

Mr. McCone. | would like to expand a little on the statements 
concerning our policy by reading from the Air Force Procurement 

>» 


Procedures, section 1-3-2, Small-Business Concerns, in which it states: 

Full consideration will be given to the stated policy of the Department to place 
with small-business concerns a fair proportion of total procurement of supplies and 
services for the Department; however, the awarding of contracts to other than the 
low bidder in those cases where formal advertising is required solely on the basis 
that a bidder qualifies as a small-business concern is not authorized. For awards 
to small business concerns in the case of equally low bids, see Regulation, Air 
Force Procurement 2-4. 

Therefore, under our Air Force Procurement Regulations, there is a 
regulation establishing our policy concerning small business. 

With regard to the second area, that of subcontractors to our large 
prime contractors, each contract contains this provision: 

It is mutually understood and agreed that the policy of the Government as 
declared by Congress in Public Law 413, Eightieth Congress, is to bring about the 
greatest utilization of small plant facilities which is consistent with efficient pro- 
duction. 

The contractor agrees to accomplish the maximum amount of subcontracting 
to smaller plants that the contractor finds to be consistent with the efficient per- 
formance of all of the obligations undertaken by this contract. 

My purpose in reading those two is to bring before this committee 
the fact that the broad policy determinations of the Air Force were 
implemented by procurement regulation and by clauses that are 
actually included in the prime contracts, including those which we 
necessarily must let to large contractors. 

I would like now to discuss the organization which we have estab- 
lished for the purpose of carrying out this small-business policy. 

I have a chart, and this chart in its broadest. way sets forth the 
procurement organization of the Air Force. I as the Under Secre- 
tary have direct procurement responsibility. I have a consultant on 
small business, Mr. Donald Mitchell, who is the president of the 
Sylvania Electric Co. He is a part-time consultant and he directs 
his attention to small business and to our electronic procurement 
program. 

The Deputy Chief of Staff of Matériel is located in the Pentagon 
Building. He is responsible to the Chief of Staff of the Air Force 
and also to the Secretary and the Under Secretary. He has in his 
office an Office of Small Business, with Mr. Weddell acting as its 
Director. Mr. Weddell is here. 

The Air Matériel Command at Wright-Patterson Air Force Base, 
at Dayton, Ohio, is the command through which all procurement of 
the Air Force is directed. In that regard, I would like to emphasize 
for the committee that the Air Force differs from either the Navy or 
the Army insofar as all our procurement activities are concentrated 
in one command, whereas the Navy spreads their procurement 
through their bureaus and the Army through the technical services. 

At Wright-Patterson Air Force Base Field we have an office of 
small business under the direction of Mr. Hine, which I believe is 
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adequately staffed to take care of the responsibilities it has in this 
field. 

The Air Matériel Command has six air procurement districts and 
in each district we have an office of small business. In the north- 
east district, in Boston, we have Mr. De Persio. In the midcentral 
district, in Chicago, we have Mr. Colwell. In the central district, in 
Detroit, we have Mr. Ackley. In the southern district, in Fort 
Worth, we have Mr. Kay. In the eastern district, in New York, we 
have Mr. Koivula. In the western district, Los Angeles, we have Mr. 
Byrnes. 

Each of those districts has regional offices, of which there are 34. 
I will not read them all. In each of those regional offices there is 
an individual who is responsible to the District Office Small-Business 
Director, and one is located in each one of the offices. So we have 
carried this plan completely through our entire procurement system. 

I would like to file with this committee a photostatic copy of this 
chart. 

Representative Evins. We would like to have that reproduced for 
the record. We may want to refer to some of these charts and ask 
some questions a little bit later. We will let you continue with your 
statement. 

Mr. McCone. I should also like to file with the committee the direc- 
tives concerning the responsibilities of these offices. In the first 
place, I would like to file a copy of a letter from Deputy Secretary of 
Defense Lovett to the Secretaries of the military departments, the 
Assistant Secretaries of Defense, the chairmen of boards, staffs and 
committees, OSD, and the Directors of Offices, OSD. The subject 
is Adviser on American Small Business. 

It states: 

I hereby designate the Chairman of the Munitions Board as my assistant to 
advise and assist me in assuring that American small business participates equit- 
ably in the furnishing of commodities and services financed with funds appropri- 
ated under the General Appropriation Act of 1951, Public Law 759, Fighty-first 
Congress, and in performing those functions prescribed in section 623 of that act. 

In carrying out this function the Chairman of the Munitions Board shall assure 


that: 

(1) There is made available to suppliers in the United States, and particularly 
to small independent enterprises, information with respect to purchases proposed 
to be financed with funds appropriated under the cited act, such information to be 
furnished as far in advance as possible; 

(2) There is made available to purchasing and contracting agencies of the 
Department of Defense information as to commodities and services produced 
and furnished by small independent enterprises in the United States; 

(3) All other possible actions are taken which will give small business an oppor- 
tunity to participate in the furnishing of commodities and services for the 
Department of Defense. 

This memorandum supersedes the Secretary of Defense memorandum of Decem- 
ber 21, 1949, on this same subject. 

Rorert D. Lovett, 
Deputy Secretary of Defense. 


I should also like to file a memorandum from Assistant Secretary 
of the Air Force Zuckert to the Deputy Chief of Staff, Matériel, reading 
as follows: 


Reference is made to your communication of April 20, 1951, reeommending the 
establishment of a Small-Business Office in the Office of the Deputy Chief of Staff, 


Matériel. 
It is requested that such an office be established with responsibility for the 


following: 
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_ (a) Represent the Under Secretary and the Assistant Secretary of the Air 
Force (Management), on any policy and program determination committees or 
boards having to do with small-business affairs to which they may be assigned, in- 
cluding liaison with other Government departments and agencies. 

(6) Serve as advisers to the Under Secretary and the Assistant Secretary of 
the Air Force (Management), and the Deputy Chief of Staff, Matériel, on small- 
business affairs. 

(ec) Serve as a focal point for Department of the Air Force activities connected 
with small business, including reports. 

(d) General supervision of the effectiveness of the entire small-business pro- 
gram of the Air Force, reporting to the Deputy Chief of Staff, Matériel. 

Representative Evins. That statement may be included in the 
record, Mr. McCone. 

(The letter dated April 27, 1951, read by Mr. McCone is on file 
with the select committees. ) 

Mr. McCone. I should also like to include a statement which con- 
tains a memorandum from Brig. Gen. N.S. Talbott, Deputy Director 
for Field Operations, Directorate, Procurement and Industry Plan- 
ning, United States Air Force, to all district small-business offices 
concerning district small-business procedures,’ in which he states: 

1. The district and regional commanders have been advised that they are to 
participate in the following four-way program which has been implemented in 
each district. 

(a) First, chamber of commerce meetings of small-business representatives to 
be held in various cities and communities in the district in which AF small-business 
representatives discuss potential prime and subcontracts. 

(6) Second, exhibits have been and are being held in which large prime con- 
tractors display sample products and consult with small-business firms regarding 


subcontracts. 

(c) Third, the establishment of permanent information offices where small- 
business representatives can get facts regarding AF procurement. This office to 
be a joint venture with other services, where possible. 

(d) Fourth, important prime contractors are being contacted to be sure that 
the subcontract base is broadened where possible. 

2. The above policy is in the hands of all district and regional commanders and 


in the hands of the plant representatives. A small-business office now exists in 
each district office. 

(The letter dated April 19, 1951, read by Mr. McCone is on file at 
the offices of the select committees.) 

Mr. McCone. Now I would like to turn to the second chart. 

Let us look at the results achieved today from this intensive pro- 
gram. ‘This is a chart that refers to the results during the period of 
January and February 1951 of 102 field installations. I have broken 
this down into local purchases by the field installations and the 
purchases at Wright Field, which is the procurement headquarters. 

During the period there were 61,305 purchase transactions or 
72 percent, by number, which went to small concerns. There were 
23,502, or 28 percent to large companies. 

In dollar value there was $30,453,000, or 70 percent to small 
concerns; and $13,279,000 or 30 percent to large concerns. 

That is what we term our field office procurement. It is the pro- 
curement of miscellaneous items that are required for the maintenance 
and operation of the bases that we have throughout the country. 
It represents a very large number of small items that come under the 
heading of local purchases. 

In Wright-Patterson Air Force Base, which is our central procure- 
ment headquarters, and where all of our aircraft and engines and 
electronics and principal equipment is purchased, we had 3,481 
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purchase actions to small concerns, representing $237,089,000. We 
had 2,347 purchase actions to large concerns, representing $2,202,221 ,- 
000. 9.7 percent of our dollars from this source went to small] firms, 
and 90.3 percent to large firms. 

That compares with a World War II experience for the years 1942, 
1943, and 1944 of 4.5 percent, and for an experience of slightly over 
6 percent for the last quarter of 1950. 

1 would like to point out to the committee that the procurement 
by Wright-Patterson Air Force Base mainly involves the purchase 
of aircraft and engines and of devices that cannot go to small business 
because we define small business as a company that is independently 
owned and has 500 employees or less. We do not classify a wholly 
owned subsidiary of a large company as eligible to be recognized as 
small business. Obviously, a company of 500 men cannot manu- 
facture a bomber or a fighter or an engine, but we accomplish that 
through subcontracting and I would like therefore to turn to the 
next chart. 

T have already covered this. 

This first shows the distribution of our aircraft and engine manu- 
facturing. The round dot indicates geographically the location of our 
major airframe and parts plants, and you can see that they are spread 
pretty well throughout the country. There is quite a concentration 
in California and a concentration in this area (Pennsylvania-New 
York-New Jersey) but still we have substantial activities through 
here (Kansas-Texas) and in this area (Ohio-Indiana-Michigan). 

The squere dots represent our major aircraft-engine plants, and their 
distribution is in the industrial Northwest, with not very much activ- 
ity any place outside that part of the country. 

It is interesting for the committee to note that one engine calls for 
4,604 plants in 34 States. In other words, a company such as the 
Curtiss-Wright Co. located here in New Jersey will call on the services 
of 4,604 material suppliers or subcontractors and, from our tests, they 
would be located throughout 34 States. 

One airframe manufacturer calls for the services of 1,610 plants in 
36 States as an average. 

We believe that our most effective use of small plants comes through 
the process of subcontracting from our large plants. Our large sup- 
pliers, because of the fact that our major equipment is large and is 
intricate and requires really great organizations to carry it on, neces- 
sarily carry out the prime procurement. We feel, as I mentioned in my 
written statement, that this is vitally important to us for several 
reasons. In the first place, we want to avoid large concentrations of 
people. We do not wish to have aircraft plants with 60,000 and 
70,000 employees, as we had in World War IJ. We hope to keep that 
down through the process, among other things, of subcontracting. 

Secondly, we have a deep consciousness of the necessity of dispersal 
of industry, because we are somew hat vulnerable, as you know. 

The third thing is that we recognize that we are in a period of gray 
mobilization, and during that period of gray mobilization, many 
industries are going to be dislocated, because they are deprived of 
materials they cannot obtain. For that reason they cannot pursue 
their normal commercial enterprises, and to the extent we can take 
care of their capacity, use their capacity effectively, that is what 
we want to do. 
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Here is an example of a large electronic prime Air Force contractor 
who has a $90 million contract. This contract is a very complicated 
electronic device, a bombsight of the most intricate order. Of that 
$90 million, 55 percent was retained by the prime contractor. That 
represents all of his direct costs for engineering, for labor, for overhead 
and profit. Fifteen percent of his dollar went to vendors of material, 
both large and small, totaling $14,400,000. Forty-six small subcon- 
tractors with 500 men or less were engaged to the extent of 10 percent 
of the contract, and 25 large subcontractors were engaged to the 
extent of 20 percent. 

These large subcontractors, in turn, engaged a number of smaller 
subcontractors in what we term the second and third level of sub- 
contracting, but I do not have those figures on this particular chart. 

Representative Curtis. While that chart is there, could I ask a 
question? On those 600 vendors, large and small, are these vendors 
of fabricated parts or raw materials? 

Mr. McConr. That is raw material. 

This is another case of an electronic prime contractor with three 
contracts totaling $14,500,000. This carries the distribution down to 
all levels of subcontracting. There was $6,597,000 or 45 percent of 
the contract, which was retained by the prime contractor. There 
were 423 small suppliers of material or subcontractors for 15 percent 
of the contract dollar, and 137 large suppliers, totaling $5,248,000, or 
40 percent. Forty-five percent of that contract was retained by the 
prime contractor. Fifteen percent went to small business, and 40 
percent went to large suppliers. 

This is our experience to date on a large prime contractor for Air 
Foree planes. He had had a contract value of $442 million. This 
happens to be the Republic Aircraft Co., and the supplier of one of our 
very fine fighters. Of that $442 million, 63 percent was retained by 
the prime contractor or his large subcontractors. Eleven percent 
went to 235 small subcontractors. Those are not material suppliers. 
Those are small contractors. So out of this contract, about $50 
million went to small business. Twenty-six percent went to the 
vendors of material, large and small. We were unable to break that 
down. Those charts, | think, rather demonstrate the results to date 
of our effort. 

In addition to the organization, we have been conducting a very 
interesting effort which we call Operation Small Business this involves 
the establishment in a community of an exhibit of Air Force require- 
ments, the bits and pieces, the things that we need. We find that, as 
we go through that industry, with the exception of the prime con- 
tractors and those who are rather closely related to him, they do not 
know what we want or they do not have any real knowledge of what 
they can do for us. They speak about our electronic devices or they 
speak about our engine requirements or our airframe needs, but they 
do not have a visual idea of exactly what we want. Therefore we 
established this operation in which we had prime contractors exhibit 
in a locality all the things that they are making. Then we invited all 
of the subcontractors, the small business people, to come and see it. 
They, in that way, can get an idea of what we need and what they can 
make, and then they can go to these representatives, through this 
organization I have explained, and can address themselves specifically 
to a requirement. 
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This happens to be a picture of an exhibit in one of the communities. 
This is the Ford exhibit. Ford is manufacturing the 4360 piston 
engine for us. Here are exhibits of all the parts and pieces that go 
into that engine. As the representatives of small business went 
through, they could see what they were qualified to make because of 
their experience or their equipment, and what they weren't qualified 
to make. The results were interesting. In New York we had an 
exhibit on February 19 to March 3. We had 32 prime contractors 
making the exhibits. There were 4,360 small business firms who sent 
representatives to examine the exhibits in New York. 

In Chicago, on April 30 to May 9, we had 76 prime contractors 
exhibit and we had 4,128 small-business men who sent representatives 
to examine the exhibits. 

We are currently carrying on an exhibit in Boston. This is a kind 
of a road show. It is being held from May 15 to May 18. There 
are 75 exhibitors. Small business on the first day there represented 
1,830 small-business concerns, who examined the exhibits. I have 
some photographs which I think you will be interested in. 

We have programed an exhibit in Seattle, one in Los Angeles, 
repeater for New York. We have also scheduled one in Detroit and 
one in Fort Worth. 

We think this is a very effective way of bringing small business 
into our program, and we think that, as we pursue it, it is going to 
change the characteristics of those charts that I showed vou. 

Representative Muvrer. That was known as the General Thomas 
plan? 

General Sueparp. That is right. 

Mr. McCone. That is right. 

Representative Mutter. I visited the one in New York and saw it 
in operation and thought it was very effective. 

Representative See.y-Brown. Mr. Chairman, before you leave 
that chart, sir, I think many of us Members of Congress and the com- 
mittee itself have had many letters from businessmen who have at- 
tended these exhibits and, I think, they are very grateful to you for 
having organized that program. 

Mr. McCone. I appreciate your saying that, Mr. Seely-Brown. 
It is good to know our efforts are having some results. I feel we are 
serving our own purpose as well as the purpose of the small-business 
men. 

Representative See.y-Brown. They have been well received. 

(Discussion off the record.) 


EXHIBIT 8 
First results of New York exhibit held New York City, February 19-March 3, 1961 


32 large Air Force prime contractors exhibited. 

4,560 small plants represented by visitors. 

Letters from these small plants received by April 15 showed: 
36 had already received 39 subcontracts. 
109 additional plants reported negotiations in progress. 
1,104 said they had developed valuable contacts. 
1,095 reported no beneficial results, but of these 
875 said they would be back for the next exhibit. 

We are bringing buyer and seller together. 


Mr. McConr. I thought the committees would be interested in the 
results of the New York exhibit. As I said, there were 32 large Air 
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Force prime contractors who exhibited there. There were 4,360 
small plants represented. Of these plants, by April 15, which was 6 
weeks after the close of the exhibit, 36 had already received 39 sub- 
contracts; 109 additional plants reported negotiations and progress, 
all of which we feel will be consummated; 1,104 say they had been 
able to develop valuable contacts; 1,095, or approximately 26 percent 
of them, reported no beneficial results. But of these, 875 said that 
they would be back for the next exhibit. 

We think this is a rather good beginning. We think this is bringing 
the buyer and the seller together. 

Mr. Chairman, I have deviated from my written statement. I 
think I have covered it. 

Representative Evins. That is all right, Mr. MecCone. It has 
been a very excellent statement. 

Mr. McConr. I would like to file it. 

(The prepared statement of Mr. McCone follows:) 


STaTEMENT OF Mr. Jonn A. McCone, Unper Secretary or THE Arr Force 


Mr. Chairman and members of the Senate and House committees, the Depart- 
ment of the Air Force welcomes this opportunity to appear before your committee, 
as we have a twofold interest in small business. We are interested in doing our 
part, in the conduct of our procurement activities, to help maintain a sound 
economic structure Nation-wide, and further, we are acutely aware of our need 
for competent small plants to enable us to meet our prime responsibility to the 
Nation; that of getting the required number of planes, in the shortest possible 
time, at the lowest cost to the taxpayer. Because of our strategic bombing mis- 
sions in World War II we in the Air Force are fully aware of the vulnerability of 
a nation whose production facilities are highly concentrated. We know we must 
have a wide dispersal of production facilities, and this necessarily involves small 
plants either as prime contractors or subcontractors. On this we are, and have 
been putting forth our best efforts. It immediately raises another problem. 
In these days of semimobilization the volume of procurement is less than it will 
be should M-day come. Should that day arrive, and it could come suddenly, 
our requirements would multiply, and we could be faced with the loss of many of 
our currently used production facilities. We would amost overnight require the 
facilities of every competent producer in the country, large and small. Will they 
be there, in operating condition, or will many of them, particularly the smaller 
concerns, have fallen by the wayside in the dislocation of industry due to material 
shortages, or due to overexpansion within the industry itself? This problem is to 
a certain extent outside of our field, though we will be vitally affected by it. We 
know that your committees are giving it careful study, and you can be assured 
that the Air Force needs no directive to do its part within its authority. 

So you can readily see, why there has always been an active small-business 
program in the Air Force. Last fall it was stepped up, and it was further expanded 
upon the President’s proclamation of anemergency. Air Force policy with respect 
to small business is, or should be, well known. However, it has just been restated 
in an Air Force letter to all establishments in continental United States, as follows: 

“The Department of the Air Force desires to reiterate its policy with respect 
to the participation of small-business concerns in defense procurement for the 
guidance of all concerned. 

“Established Department of the Air Force policy is to obtain the participation 
of small plants to the greatest possible extent in the defense production program, 
whether as prime or as subcontractors, for the purpose of broadening the base of 
supply and of maintaining a sound Nation-wide economic structure. 

“In view of the fact that a very high percentage, in dollar value, of Air Force 
requirements can be suitably produced only by large plants, and only 8 correspond- 
ingly small percentage, in dollar value, can be suitably produced by small plants, 
the Department of the Air Force reemphasizes its declared policy to place as many 
contracts as possible in this latter category with competent small plants. 

“In the placement and administration of contracts with large, as well as small, 
concerns which, in the opinion of the Air Force offer subcontracting possibilities, 
the contracting officer and the appropriate administrative office will bring this 
policy to the attention of the prime contractor, and will make every effort to effect 
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the maximum practicable amount of subcontracting and the resultant use of small 
plants to the extent consistent with the contractor’s responsibility for satisfactory 
performance. 
“By order of the Secretary of the Air Force: 
“Hoyt S. VANDENBERG, 
“Chief of Staff, United States Air Force.”’ 


There is a pride of accomplishment within the Air Force, that in our practices 
we have kept pace with stated policy. Our small-business program is positive, 
and aggressive. Some of it has been in effect for many months, and other parts 
will be recognized as an indication of our determination to provide not just 90 
percent effectiveness, but as close to 100 percent as rests within our power. 

(Chart I, p. 159 

Our small-business program is organized, and functioning today. At the 
top we have an Office of Small Business reporting directly to the Deputy Chief 
of Staff, Matériel, at headquarters. The Chief of this office has general super- 
vision over the effectiveness of the entire program and also serves as adviser 
on small-business activities to the Under Secretary, the Assistant Secretary for 
Management, and the Deputy Chief of Staff, Matériel. At the Wright-Patterson 
Air Force Base in Dayton, Obio, where all important Air Force contracts are 
placed, there is also an Office of Small Business, on a staff level. Full-time small- 
business specialists at Wright Field screen all purchase requests to determine 
those suitable for small-business participation. Those determined suitable are so 
labeled, and on these the small-business specialists work with the contracting 
officers to insure the maximum participation of small plants as prime contractors. 
The responsiblity for the making of a satisfactory procurement nevertheless rests 
upon the contracting officer, and in those cases where there is a difference of 
opinion between the small-business specialist and the contracting officer as to the 
manner in which a procurement is being handled, the difference is resolved by the 
highest procurement authority of Air Matériel Command. This procedure will 
enable us to report henceforth the number and dollar value of prime contracts 
placed with small concerns as against their potential, together with the reasons 
why all prime contracts on such procurements might not have been placed ex- 
clusively with small concerns. 

In this connection the exceptionally technical nature of many Air Force items 
must be pointed out. Everyone knows of the tremendous changes in military 
aircraft that have taken place since World War II, but people are apt to lose 
sight of the extremely difficult production techniques resulting from these changes. 
Every part and piece of a bomber, including equipment and clothing for its crew, 
must be able to stand up and perform without question under stresses and strains 
and temperature changes unheard of in World War II; speeds in excess of 600 
miles per hour; altitude changes from sea levei to 40,000 feet in a matter of minutes. 
Under these conditions a thoroughly competent small-plant producer of gun 
mounts, for example, in World War II, might not be a competent source at all 
today. The importance of this factor can hardly be overemphasized. The failure 
of a thread in pilot’s garment at 30,000 feet could mean the loss of an entire crew, 
the plane, and possibly the mission. The contracting officer’s responsibility in 
selecting competent sources should not be lightly regarded. 

Since the greatest opportunities for small concerns in Air Force procurement lie 
in the subcontracting field, the bulk of our organization to assist small business to 
capitalize on these opportunities is located in our field organization. We have 
6 procurement districts, and within them a total of 24 regional offices. These 
district and regional offices do no purchasing; their responsibility being the admin- 
istration of the contracts placed at Wright Field. The procurement districts are 
also used for sereening each facility expansion request to see if subcontracting 
cannot be substituted. In each of these 30 offices is a full-time small-business 
specialist to assist the small-business man in getting on the bidders’ list at Wright 
Field if he so desires, but chiefly to acquaint him with the subcontracting oppor- 
tunities that are nearest him. The field-office small-business specialists also are 
directed to maintain a close working relationship with the local National Produc- 
tion Authority offices, chambers of commerce, and other appropriate agencies 
to avoid duplication of effort. 

Over and above, each district has an officer or a qualified civilian, whose duty 
is to call.on the major primes in the interest of securing the maximum amount of 
subcontracting to small plants; a roving missionary if vou will, a circuit rider; but 
he wears the hat of the agency that places the contracts. 
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Let us take a look at the results achieved to date from this intensive program, 
while recognizing that some parts of the program are only just starting. 

(Chart II, p. 161.) 

On prime contracts, you realize that all important Air Force contracts are made 
by Air Matériel Command at Wright-Patterson Air Force Base in Dayton, except 
for purely local purchases made by the 102 Air Force installations scattered through- 
out the country, such as the one at Bolling Field here in Washington. These local 
purchases for the first 2 months of this vear totaled $43,750,000, 70 percent of 
which, $30,453,000, went to small concerns in 61,205 separate transactions. This 
70 percent is an increase from 64 percent for the last quarter of 1950 and we are 
constantly calling on the purchasing and contracting officers in the bases to make 
maximum use of small concerns for local purchases. 

Now as to the situation at Wright Field. In the first quarter of this year 
2,481 prime contracts were awarded to small plants for an amount of $213,801,000. 
This was 50 percent in number of contracts, and approximately 10 percent in 
dollar value. It compares favorably to the 6.6 percent in dollar value awarded 
in the last quarter of 1950, and to the 4.5 percent for the three war vears of 1943, 
1944, and 1945. These must be considered in the knowledge that it includes 
purchases of airplanes, engines, propellers, fire-control systems, automatic pilots, 
superchargers, etc., for which no one would contend small plants could qualify as 
prime contractors. The very important part small plants play as subcontractors 
in these procurements will be brought out later. Yet these, of course, are the big 
dollar values in Air Force procurement. 

In getting prime contracts, many small plants have difficult financing problems. 
We have been able to be of material assistance to small concerns in the V-loan 
program within the Air Force. In number, 70 percent of the loans guaranteed so 
far by the Air Force have been to small plants, and in dollars, 10 percent, a little 
over $17,000,000. Air Force procurement authority, with regard to the issuance 
of the requisite certificate of eligibility for a V-loan, has been authorized to in- 
terpret quite broadly the ‘‘no other alternate source”’ provision in the requirements 
for the certificate, so as to avoid any discrimination against a smaller business man 
needing financial assistance. This is true also in operating instructions of Air 
Matériel Command, to the effect that ‘“‘the need for a V-loan should not deter the 
making of the contract.” 

Now what is the subcontracting picture to date? 

(Chart IIT, p. 163.) 

Contrary to general belief, the airframe prime contractors of the Air Force are 


located, not in one State, but in 11. And the production of one heavy bomber 
uses the production facilities of 1,610 plants in 36 States and the District of 
Columbia. Each of these plants has additional subcontractors. Aircraft engine 


assembly plants are located today in 12 States, and the production of one aircraft 
engine requires the supply parts, materials and services of 4,604 plants in 34 States 
and the District of Columbia. 

We look upon these large assembly plants, for that’s what they are, as trustees 


of the Air Force dollar; as a projection of our procurement program. And we re- 
quire them to follow our policy, the Government’s policy, in the handling of that 
money. We have a very definite program of assistance to small business in all 
of this. 


(Chart IV, p. 164.) 

The subcontracting plans of the large prime are thoroughly discussed before he 
gets his contract, a contract which contains the following: 

“Tt is mutually understood and agreed that the policy of the Government, as 
declared by Congress in Public Law 413, Eightieth Congress, is to bring about 
the greatest utilization of small plants’ facilities which is consistent with efficient 
production. 

“The contractor agrees to accomplish the maximum amount of subcontracting 
to smaller plants that the Contractor finds to be consistent with the efficient 
performance of all its other obligations undertaken by this contract.’ 

When a contract has been placed, it is passed on to the field organizations for 
administrative purposes. There the follow-up on subcontracting opportunities is 
carried on intensively. It may fairly be said that all plant representatives and 
commanding officers of Air Matériel Command in district and regional offices 
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are small business specialists in fact, although not in name. We have recently 
completed a survey of 59 large prime contractors holding approximat=ly 
$5,000,000,000 in contracts. These 59 have placed 32,382 subcontracts, 24,306 
or 75 percent of them with small concerns. 

(Charts V, VI, and VII, pp. 165, 166, 168.) 

Today we have charts showing how three of our largest prime contractors have 
reacted to the small business program. These figures show the breakdown as 
between large and smal! subcontractors at all levels, both in numbers of plants 
concerned, and in dollars. As additional studies are completed they will be 
reported to your committees. 

(Chart VIII, p. 169 

A new development is the prime contractors’ exhibit, started by the Eastern 
Procurement District in February of this year, as a down-to-earth method of 
bringing buyer and seller together under the best auspices. At the New York 
show which ran 2 weeks, 32 large Air Force primes came in contact with 4,560 
small, potential subeontractors. Plans are being made to repeat it this summer. 
The Chicago Air Force exhibit is just over. Seventy-six large primes participated, 
and over 11,000 small-business men, representing 4,128 concerns had the oppor- 
tunity to meet their prospective customers. While we meet here today, the 
exhibit in Boston is being held, 75 exhibitors taking part. This is the first of 
the exhibits jointly sponsored by the Army, Navy, and Air Force. Los Angeles 
will have its exhibit in July or August, Seattle, in late June, Detroit and Fort 
Worth dates are not yet set. There are some “‘spot”’ results from these exhibits 
naturally, but the real results will not show up until production gets into higher 
gear. A survey made April 1 of all the small plants attending the New York 
exhibit brought 2,344 replies. Thirty-six small plants had at that date received 
39 contracts, 109 other plants reported contracts in the negotiation stage. One 
thousand one hundred and four said they had developed valuable contacts, 1,095 
reported they had received no value from the exhibit, but 875 of them said they 
would be present at the next one. 

This is a current illustration of the determination of the Air Force to increase 
its 90-percent effectiveness for small business to 100 percent. We are bringing 
the buyer and the seller together. 

Representative Evins. It is a very fine presentation. 

Mr. McCone. Here are some photographs of what went on in 
Boston yesterday. Some of the Members might be interested in them. 
General Shepard and I would be happy to answer any questions. 

Representative Evins. Mr. MecCone, we thank you for your 
splendid statement and the presentation of these charts, which 
certainly shows a widespread interest and activity in the small-business 
field. | am very much interested in the statement of policy by 
General Vandenberg and your statement following that, that your 
small-business program is positive and aggressive. 

I believe these charts tend to show that. You have a small-business 
specialist or a representative in the office of the Under Secretary and 
all the way down into the various regional air procurement districts. 

The statement of policy is fine, and these charts are splendid. We 
wanted to find out the extent of the volume of small business since the 
emergency, not only the numbers of contracts, but in dollar value, and 
I believe in some of the charts you have depicted that in certain cases, 
but not in the over-all. Can you give the committee the numbers of 
contracts let since the emergency was declared, going to small business 
and to large business by the Air Force? 

Mr. McCone. I have the figures for the fourth quarter of 1950 and 
the first quarter of 1951. I do not have the figures for the third 
quarter of 1950. Iam speaking of the calendar year. I can get those, 
Can I give the 6-month period I have for the record? 


’ 
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Representative Evins. You have them for the 6-month period? 

Mr. McCone. Yes. 

Representative Evins. But you do not have them carried from the 
date of the emergency? 

Mr. McCone. No; but I can get that for you. 

Representative Evins. The committees would be pleased to receive 
that information. 

Mr. McCone. For the fourth quarter of 1950, which is October, 
November, and December of last year-—— 

Representative Evins. That would substantially cover the period in 
question. 

Mr. McCone. There were 2,978 purchase actions at Wright Field 
for $887,241,000. Of those, 1,765, for $57,667,000, or 6.6 percent, went 
to small business. 

During that same period, the field purchases, there were 100,445 
purchase actions, totaling $31,837,000. Of that 71,164, or 71 percent, 
numberwise, totaling $20,276,000, or 63.8 percent, dollarwise, went to 
small business. 

Turning to the first quarter of 1951, the Procurement Division at 
Wright Field had 4,828 procurement actions, totaling $2,439,310,000. 
Of those, 2,481 or 50 percent, numberwise, went to small concerns, 
totaling $237,089,000, or 9.7 percent dollarwise. 

In the field offices there was during this period 84,707 purchase 
actions, totaling $43,750,000. Of those 61,205, or 75 percent, number- 
wise, went to small business, representing $30,453,000, or approxi- 
mately 70 percent. 

These figures may have been hard to follow, and I will be glad to file 
this with the clerk. 

Exuisir 9 
Prime contracts and purchase orders placed, not including interdepartmental and 
intlerservice procurement 
{In thousands of dollars] 
PROCUREMENT DIVISION, AIR MATERIEL COMMAND 


January, February, March 1951 
rotal, large and small concerns: 


Advertised 4 22 $46, 941 
Negotiated — 3, 598 2, 392, 369 
- - 4,828 100% . $2,439,310 100% 
Small concerns only 
Advertised 824 23, 288 
Negotiated 1, 657 213, 801 
2,481 51% — 237,089 9.7% 
October, November, December 1950: 
Total, large and smal) concerns 
Advertised : 1, 067 31, 143 
Negotiated ‘ as 856, 098 
- 2,978 100% - 887,241 100% 


Small concerns only: 


Advertised a 764 17, 114 
Negotiated 1, OO1 40, 553 
- 1765 5% ——-— 57,667 6.6% 
July, August, September 1950 
Total, large and small concerns 
Advertised ine 169 6, 631 
Negotiated . . 1,514 1, 206, 035 
- 1,683 100% ———- 1,212,666 100% 
Small concerns only: 
Advertised - ad 103 2, 687 
Negotiated ee ee ey om 759 73, 665 
—— 862 BOY ——— 76,352 6.4% 
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LOCAL PURCHASES OF AIR FORCE INSTALLATIONS (102) IN CONTINENTAL U. 8S 


January and February only, 1951 
Total, large and smal! concerns 


Advertised 3, 492 $9, 512 
Negotiated... -- 81,215 34, 238 
— 84,707 100% $43,750 100% 
Small concerns only 
Advertised... 2, 703 6, 763 
Negotiated ___. 58, 502 23, 690 
- 61, 205 72% - 30, 453 0% 


October, November, December 1950 
Total, large and small concerns 


Advertised 5, 958 11, 697 
Negotiated 04, 487 20, 140 
- - 100,445 10K 31,837 100% 
Small concerns only 
Advertised 4,482 8, 201 
Negotiated 66, 682 12, 075 
- 71,164 61° 20,276 63.8% 


July, August, September 1950 
Total, large and small concerns 


Advertised 3, 003 5, 831 
Negotiated 80, 685 15, 761 
- 83,688 10 - 21,592 100% 
Small concerns only 
Advertised 2.075 aT 
Negotiated .. $5, 564 9, 065 
~ 57,639 69% 12,938 60% 


Representative Evins. Do these figures show all purchase actions 
or all contracts let by the Air Force during these periods? 

Mr. McCone. Yes. 

Representative Evins. And not selected common-use items? 

Mr. McConer. No; this represents all purchase actions during the 
periods involved that were covered by obligations within the definition 
of the Bureau of the Budget. 

Representative Evins. The first chart you exhibited there on pur- 
chases would indicate a tremendous majority of the volume of pur- 
chases went to small business, but I rather got the impression that 
certain selected common-use items used by the Air Force bases were 
involved. 

General SHeparp. These are total purchases, sir. 

Representative Evins. Would you revert to that initial chart? The 
one I am referring to is the one on the left, 72 percent. 

Mr. McCone. Those are the local purchases and common use items. 

Representative Evins. Those are local purchases? 

Mr. McConr. Those are common-use items that you buy at a base 
for the maintenance of the base and the maintenance of the automotive 
equipment on the base, commercial hardware and the millwork that 
you might need in your maintenance or repair, and all such things. 

Representative Evrns. According to the general picture of this 
chart, the greater volume of purchases to small business is for items 
used on the base? 

Mr. McCone. That is correct. 

Representative Evins. But for aircraft manufacturing, the big 
items, only 9.7 percent of the dollar value is going to small business. 

Mr. McConr. Yes. But then you have to look beyond this to 
really get the impact of the program on small business. You have to 
look beyond this and see how much of this is subcontracted to small 
business. If you would just get two of those charts, the one on air 
frames and the one on electronies—this is talking now a little on aver- 





ages. I think you can see that in air frames you had 11 percent which 
went to small subcontractors and im electronics 10 percent. If that 








176 SMALL BUSINESS IN MILITARY PROCUREMENT 


is representative of an average, and I think it is, you might say that 
about 20 percent of this dollar went to small contractors. 

General SuHeparp. Plus the vendor money. 

Mr. McConer. Plus the vendor’s supply. Do you think that is 
reasonable? 

General Sueparp. A little higher than that, taking into account 
the vendors. 

Representative Curtis. That first chart you have listed there is 
local purchases. Would you explain the difference? Is there a differ- 
ence between what you have listed there as local purchases and what 
you have referred to a short while ago as regards the field office pur- 
chases? 

Mr. McCone. They are the same. The local purchases or the 
field office purchases, and the purchases at the command headquarters, 
such as the operating bases. 

Representative Curtis. I wanted to make sure of that. 

Representative Evins. Mr. Multer. 

Representative Murer. I wish there was some way for you to 
break down for us the number of small and large vendors listed in 
your categories. On one chart you have 600 vendors, large and 
small, for $14 million. I wish there would be some way of giving us 
some approximation of how much is large and how much is small. 

General Sueparp. Pull out the other example. That groups the 
vendors and the subcontractors together, so you have a comparison 
between large and small. 

Mr. McCone. That includes subcontractors and vendors. When 
you do that, what that does is raise this, which is only for subcon- 
tractors, from 10 to 15 percent. 

Representative Mutter. Are those two charts related? This rep- 
resents three contracts totaling $14,500,000, the same figure approxi- 
mately, $14,400,000 appears on the other. 

Mr. McCone. No; they are different articles. They are really not 
additive. I was really trying to get an approximation for you. If 
these were exactly comparable, you would say these 15 percent were 
divided 5 percent to small vendors and 10 percent to large vendors, 
although I would like to see if I could develop more accurate infor- 
mation. 

Representative Mutter. If you can, the committees would like to 
have it. 

Now, about the small business specialist. 

You started to tell us about your consultant at the very top being 
a part-time consultant, affiliated with the Sylvania Electric Co. I 
may be wrong, but I thought the Sylvania Electric Co. was big 
business. 

Mr. McCone. That is right; it is big business. 

Representative Murer. Are we getting the right kind of repre- 
sentation? I do not know the gentleman at all, and I do not want 
you to think I am critical, but I am very happy that you, with small- 
business experience before coming to your present post are now in 
this position where you can bring to it that attitude that is so essen- 
tial to helping small business. You know their problems. I am 
wondering whether a representative of big business is the right man 
to be your consultant on small business. 
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Mr. McCone. I think that is a provocative question. 1 selected 
this man because of his great interest in this particular field and the 
fact that he had done a very fine job in his own company of getting 
his own subcontract work out effectively to small business. Further- 
more, you need a man who is an extremely able and experienced 
executive. He must have a small business viewpoint, but he must 
have enough executive capacity so he can deal effectively with these 
perfectly enormous military organizations, and influence them to 
mold policy. 

Representative Evins. Mr. Weddell of your staff was with the 
Smaller War Plants Corporation. 

Mr. McConr. I would like Mr. Weddell to address himself to that 
point and explain his background, if he would. 

Mr. Weppe.LL. Vuring World War If, I was in charge of setting up 
the program for the Small War Plants Corporation. with the Air 
Force at Dayton and developed that program as Chief of that branch 
of the Smaller War Plants Corporation. The cooperation that we 
received out there resulted in my being called back to Washington, 
where | became Deputy Chief of Operations for the Corporation as a 
whole. So | had complete supervision and direction of all the war 
plants operations for the procuring services up to the end of the war. 

It was for that specific reason that the Air Force asked me to head 
up this active program of theirs because they could make use of the 
experience I gained at that tume. 

Representative Evins. So, Mr. McCone, you have both a big- 
business man and a small-business man on your stall? 

Mr. McCone. That ts right. 

Mr. Weppe tt. In my private business I have been a small manu- 
facturer all my life 

Representative Evins. Mr. Riehlman. 

Representative Rieuuman. Mr. Chairman, I have been highly im- 
pressed with the manner in which the Air Force has presented their 
case here today In respect to allocating to small business a greater 
proportion of contracts or to see that contractors subcontract some 
of their work to small business across the Nation. 

I also notice that somewhere along the line Mr. MeCone stated that 
in each one of these contracts there is a provision requesting that the 
prime contractor pass on to subcontractors and to as many small 
business concerns as possible, subcontracts. I like the provision and | 
think it is proper. 

The question in my mind is how well that is being carried out and 
how closely your Department is following up on it. Of course, these 
charts are in their infancy as of today, and the question of how weil 
this provision will be carried out and how closely your Department will 
foliow it and how much the small-business man will receive will be told 
better in a few months from now than as of today. Is that not correct? 

Mr. McCone. That is correct. It was in the interest of following 
this in detail that we established this organization. 

Representative RreHuMan. I agree with you on that, and I made 
that comment in the first instance. 

Mr. McCone. So often good ideas die because they are not moni- 
tored carefully. 

Representative Rresuman. That is right. 
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Mr. McCone. That is why we are carrying this plan of organization 
right through to the districts and to the regional offices. 

Now, I think we are making progress and the reason I think we are 
making progress is because our experience in the first quarter indi- 
cates that twice as much of our business is getting in the hands of 
small business as was experienced through World War LI, and that our 
experience of the first quarter of 1951, compared to the last quarter of 
1950—and I am speaking in terms of calendar vear—show we in- 
creased from 6.6 percent to 9.7 percent. That is a trend in the right 
direction. 

Representative RreHuMaNn. Yes, it is. Of course, your office will 
be aware of what transpires in the next few months and you will keep 
a close track of what percentage small industry is getting; is that 
correct? 

Mr. McConr. And I hope this committee will be aware of it, too, 

Representative RreaumMan. That is what I was going to ask, that 
our committees receive that information. We would appreciate it 
because we have a definite interest in the welfare of small business. 

One other question, sir: I notice in your statement here you refer 
to the guaranteeing of loans for some of the small-business concerns 
who have had financial difficulties in carrying out either prime or 
subcontracts, and you state that 70 percent of the loans that have 
been guaranteed have been for small industries, and 10 percent of 
the dollar value for small industries. 

Mr. McCone. That is right. 

Representative Rreu~man. Now, what has been the case in respect 
to certificates of necessity? 

Mr. McConer. In the granting of certificates of necessity, that is 
not our responsibility. 

Representative Rrea~Man. You recommend. 

Mr. McCone. But we have supported the applications of 341 
certificates of necessity up to May 1, and 55 percent of these were 
for small business. 

Representative RresuMan. Fifty-five percent? 

Mr. McCone. Fifty-five percent. 

Representative Rrenuman. And 45 percent for the larger business? 

Mr. McCone. Forty-five percent went to firms that employed 
over 500 people. 

Representative Mu.trer. May we have the dollar value of that? 

Mr. McCone. I do not have that. I would like to supply that to 
the committee later. 

Representative Mutter. I wonder if a thorough consideration was 
given to the certificates recommended for large industry, whether or 
not there were smaller industries which could have provided the same 
facilities or had them and, as we found out in our hearing, some of the 
larger contractors have started the construction of additional facilities, 
and they are only letting this smaller contractor or subcontractor have 
business for a short period of time until their facilities are completed, 
and some of them have been under certificates of necessity guaranteed 
that in a matter of six or eight months the small man would be cut 
off entirely and the larger contractor get the benefit of the certificate 
of necessity to the disadvantage of the little man. 

Mr. McConer. I know of no instance and, of course, I am not 
familiar with the details, where we are supporting a certificate of 
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necessity for a facility which would replace an existing commercial 
facility, large or small. I do not know of any, personally. 

Representative Murer. Who is in charge of that program in your 
Department? 

Mr. McCone. That comes under the direction of Assistant Secre- 
tary Zuckert, who reports to me, and he has a deputy, Mr. Seftenberg, 
who is a full-time man in that particular area of the loans and cer- 
tificates of necessity. 

Representative Mutter. I think the committee would appreciate 
having the percentage and dollars as to the number of certificates 
that have been recommended by your department for large industries 
and for small industries. 

Mr. McCone. We will be glad to get that for you. I am sorry I 
do not have it now. 

(The information is as follows:) 

The approximate total value of contractor investment in the proposed facilities 
was $655,000,000, of which amount approximately $75,000,000 represented the 
small-business-contractor investment in proposed facilities. The proposed 
facilities included machines and tools as well as bricks and mortar. 

Representative Evins. Congressman Curtis. 

Representative Curtis. Along with the other members of the com- 
mittee, | was very much impressed with the factual information you 
have given us and those charts; however, I am a little bit disturbed 
about the tone in the last paragraph on page 4 of your prepared state- 
ment and carrying over to the fifth page, because I read in there an 
indication---and | do not believe [am really reading it in there, because 
I think there is that implication—that the quality of workmanship of 
smal! business is not up to the quality of workmanship of large business, 
and I do not subscribe to that. I think this committee is trying to 
fight against that premise. 

In other words, you mentioned here the difficult production tech- 
pigues and mentioned the contracting officers’ responsibility for 
selecting competent sources, and you also, as an example, give the 
fact that a producer of gun mounts in World War II might not be a 
competent source today. Once vou have tested the equipment you 
need and set up your specifications, it seems to me it is just a matter 
of who can meet those specifications. A small company, in my 
opinion, can do just as adequate a job as a large company, and fre- 
quently can do a lot better job as far as workmanship is concerned. 

Mr. McCone. Mr. Curtis, I put that statement in there deliber- 
ately, because I wanted this committee to appreciate the fact that 
the complexities of modern aircraft and the modern engine require 
not only the most able workmanship but enormously expensive and 
very complicated machinery to produce them. 

I would like to go into one or two examples. I visited the Houston 
aircraft plant which is manufacturing a very complicated electronic 
device for us. In World War II if a machine which they use to manu- 
facture certain jigs used to fabricate the pieces, a machine called a 
jig bore, were accurate to within a thousandth of an inch, it would 
meet any possible need we had in World War II. But here this 
manufacturer had necessarily to install machines that were accurate 
to a millionth of an inch. That is somewhat a measure of the pre- 
cision that is required in this very complicated device. 

Representative Curtis. It is meeting specifications, isn’t it, and 
it is a question of whether he can meet the specifications? 
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Mr. McCone. Yes. The point I want to make is that the Houston 
company cannot turn to a normal tool manufacturing or jig manu- 
facturing shop to manufacture = jigs and fixtures, as the aircraft 
company did in World War II, because the jig manufacturer who is 
making tools and fittings for commercial use does not have equip- 
ment that is sufficiently precise to meet his needs. 

I would like to turn to another example. 

Representative Mutrer. May I stop you right there. Were there 
many small-business men in World War II who did not have the 
facilities for precision work to one-thousandth of an inch? 

Mr. McCone. That is correct. 

Representative Muutrer. But they did equip and they did do the 
job? 

Mr. McCone. Some of them did. 

Representative Mutter. Not all, but some did? 

Mr. McCone. But there were a great many that had equipment 
sufficiently precise for the needs. Any tool manufacturer—and most 
tool manufacturers are small business. There are just hundreds of 
them around Detroit and Los Angeles, and so forth. They have 
small shops. They are very competent men. Any tool shop had 
equipment sufficiently precise to furnish material that would meet 
the precise needs of the Air Force in World War Il. Is that not 
correct? 

General Sueparp. That is right. 

Mr. McCone. But absolutely none of them have now. 

Representative Mutter. Does big business have them? 

Representative Curtis. That is the point I am making. If you 
go into that, vou are either going to have that equipment put into 
a shop of a large concern or the same equipment be bought by a 
small company so it can do it. If they have the equipment, all my 
point is, they are just as competent. 

Mr. McCone. I agree with you completely. With the equipment 
we find just as able, if not in many instances more able, people, more 
able mechanics and more skilled people in the small shops than we 
do in the large shops. 

Representative Curtis. That was my point. Really, when you 
say competent, it is more that the small-business man might need 
additional equipment in order to meet the specifications of some of 
this new equipment needed. If it were worded that way, I would 
fully agree with the paragraph, but I think it carries this implication, 
and I am certain you, being a small-business man, did not intend 
having it carry that. We run into that constantly, the assumption 
on the part of a lot of people that because big business is big, it is there- 
fore more competent from a workmanlike angle, and we feel that small 
business is just as competent, if not more so, from a workmanlike 
angle, if they have the necessary equipment. 

My. McCone. Yes. The word ‘competence’ is poorly chosen. 
It does not mean competence in terms of the competence of the work- 
man. It means competence with regard to the facilities available to 
the workman. 

Representative Curtis. I think we understand each other and I 
appreciate very much that explanation. 

I have one other question, if I may, please: We have this situation 
that has come up in the field, and I will give you a specific example. 
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In St. Louis, where I am from, the McDonald Aircraft is already going 
into some large production. They are going to have to use a great 
deal of the small concerns that you indicated are being used and con- 
template being used. This is one concern that employs about 60 
people which is in the aluminum fabricating business for civilian 
needs. Their aluminum has been cut off and it looks as though that 
company is going to shut down. 

McDonald is very anxious to have them in existence 6 months from 
now. That poses a real problem. There is a strategic material like 
aluminum, where through your stockpiling program, you might elimi- 
nate these small companies that are going to be so valuable 6 months 
from now and needed by people like McDonald, will be forced out of 
business. 

I want to present that problem which the committee has found from 
its hearings out in the field. In conjunction with that, I want to 
present another point that was raised in some other hearings. A 
number of the small people in the aluminum field seem to think they 
had some accurate information that some of the larger aircraft com- 
panies were stockpiling aluminum. They called it inventory against 
contracts, the completion date of which would be 1 year or 2 or 3 
vears ahead, and they wanted to know what was being done by the 
Air Force or any of the Armed Forces concerned with that to see 
whether or not these large companies were having what we might call 
practical inventories rather than impractical inventories, because that 
in itself might solve the problem of this small aluminum fabricating 
company in St. Louis, so it would be available for McDonald. 

I wonder what the Air Force is doing on that? 

Mr. McConer. You have two questions. 

tepresentative Curtis. That is correct. 

Mr. McCone. The first question is how to take care of a small 
manufacturer or, indeed, a large manufacturer, for that matter, between 
the time his commercial operations are curtailed and he is converted 
into some type of war work. I assure you that is a problem that 
worries us all, and one that we are trying our very best to resolve. , To 
operate our economy in a period of gray mobilization that we are in 
appears to have more tension and more problems than operating in 
full mobilization where everybody’s effort is directed toward one thing. 

We are attempting to solve that problem by urging the release into 
normal channels, of any materials that are not absolutely essential 
for the war effort. 

Unfortunately, essentiality comes not only in the requirements of 
the military, but also in the collateral industries that are considered 
as essential, such as expanded oil refineries or railroad cars. That 
puts the fellow who manufactures pots and pans quite far down on 
the list. 

It presents a real problem. I do not think there is any easy solution 
to it. I think some people are going to suffer seriously, but I think 
that is the price that will have to be paid while this country is making 
its effort to mobilize its defenses, and all we can do is do the best 
we can. 

With reference to the second question, the forward buying, the 
unnecessarily heavy inventory, in the first place, the aircraft manu- 
facturers are all manufacturers of essential goods and are extended DO 
ratings. That was the first step in the priority system. It was effective 
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to get things going, but it had in it some inherent faults because it 
could be abused just along the line that you mentioned. 

In the Air Force we have preached that as well as we could through 
an organization known as the Aircraft Production Resources 
Authority, which is a joint agency made up of the Army, Navy, and 
the Air Force, whose problem is to allocate the resources of the 
country available for the manufacture of aircraft, to coordinate the 
Navy and the Air Force programs and to police, insofar as practical, 
the industry to avoid abuses of inventory accumulation. That 
organization is functioning reasonably well. It is not perfect as of this 
date, but it is getting better all the time. 

But the real answer to that problem is going to come in the controlled 
materials plan, which is to be instituted on the Ist of July. It has been 
impossible to institute it any earlier than that because it takes a vast 
organization to administer it and the organization just could not be 
assembled and trained, but it will be trained and it will operate with 
some squeaks and groans at first, but finally it will be all nght. 

When that is done, then the aircraft manufacturer or the tank 
manufacturer, the gun manufacturer, can only draw against his 
priority rating the materials in quantities which are approved by 
the authority as being essential for the production that he has 
scheduled, and that, I think, is going to straighten the situation out, 
but it is a real problem. 

Representative Evins. Congressman Seely-Brown. 

Representative Serty-Brown. Mr. McCone, I am certainly very 
grateful to you for the testimony you presented, and I congratulate 
you very sincerely for the job you have done. I have no desire on 
my part to start any internecine war, but I can remember back about 
4 years ago when unification first came into existence, and we had 
the great debate on the floor of the House, that at that time one of the 
great arguments in favor of unification was the fact that we would 
have uniform procurement policies among all branches of the service. 

Certainly the policy is uniform. I wonder if you would feel that 
the practice of procurement is uniform in the variaus branches of 
the service. 

Mr. McCone. No, I do not think it is as uniform as I would like to 
see it, sir. I think there is continual effort being made to develop 
uniform practices and procedures and I think great progress has been 
made since the Unification Act was implemented during 1948. I 
served as a deputy to Mr. Forrestal for 6 or 8 months and had a great 
deal to do with starting to develop procedures for uniform procurement 
practices. 

The first thing we started out to do was to get single-service procure- 
ment of like articles—clothing and shoes and subsistence—and then we 
extended that to some very complicated things such as aircraft engines. 
It would interest this committee to know that the Navy buys all of the 
4,360 engines for the Air Force that go into our B-36’s and B-—50’s and 
large transports, and so forth, because they are the single service 
procurement agent for the products of the Pratt & Whitney plant, 
and those are Pratt & Whitney engines. Single-service procurement 
has been extended to a very large area of things, and I think that 
established uniformity, to the extent that it encompasses various 


articles. 
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Also, we have had directives and manuals on procurement regula- 
tions which, adopted by the three services, result in uniformity. A 
great many of those manuals and directives have been adopted, but 
deviations have been sought by each of the services because they felt 
that their particular problem or their particular need was overriding 
and, therefore, they sought exemption. I think this matter of uni- 
formity of procurement is going in the right direction, but I think that 
it is an evolutionary thing. I do not think that you can take a great 
procurement organization such as the Air Matériel Command, which 
has been in business for 30 or 40 years, and buys billions of dollars 
worth of things, and in a year say you have to tear up everything you 
are doing and conform to this particular unified plan 

I think you have to work that out rather slowly. That is being 
done. While I am not satisfied that we have gone as far as we can, I 
am satisfied that we have made about as much progress as could be 
expected. 

Representative SeeLy-Brown. Do you feel that the other services 
are following the program that you and the Air Force are following with 
particular reference to small-business problems? 

Mr. McCone. I think they all are following a program—I am not 
familiar with their attack nor their results. 

Representative SreLy-Brown. Of course, uniformity of the pro- 
gram in that particular field is of tremendous help and aid to the small- 
business man who has to deal with three different services in three 
different ways. 

Mr. McCone. They are participating in these clinics with us, both 
the Navy and the Army are participating in them. The subject of 
uniformity of procurement is a statutory responsibility of the Muni- 
tions Board and it deals with it continually. It has a whole organiza- 
tion of staffs and committees which are interservice and they are 
dealing with the problem continuously. 

Representative Evins. Made doubly difficult, too, because of the 
multibillion dollar procurement under way during the period of 
emergency. 

Mr. McCone. I think the emergency has made some uniformity 
come about sooner than would have happened under business as usual. 

Representative Evins. Any further questions? 

Representative See_y-Brown. No, sir. 

Representative Evins. Mr. Multer. 

Representative Mutrer. Mr. Chairman, thank you. 

Mr. McCone, are you using the General Services Administration 
so far as possible for procurement of common-use items? 

Mr. McCone. Yes, we are using them. 

Representative Muvrer. Unless I understood the answer that vou 
gave the chairman a little earlier, aren’t a great many of those items 
which are on your chart of local purchases, January to February 
1951, so-called common-use items? 

Mr. McCone. That is correct. 

Representative Mutrer. You have some $30,000,000 of common- 
use items in 2 months. 

Mr. McCone. That is correct. 

Representative Mutter. Well, shouldn’t many of those be bought 
through General Services? 

Mr. McCone. I did not understand you. 
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Representative Mutter. Shouldn't many of those items be bought 
through the General Services Administration? 

Mr. McCone. As many items as can be are bought through the 
General Services. If we were on an absolute level keel and not 
building up very rapidly, | would think that the local purchases 
would be reduced only to those of a very emergency nature. But 
with the rapid expansion, with the problems of hundreds of installa- 
tions throughout the country we are facing, with the sudden impact 
of this build-up, a very great many things become of an emergency 
nature and, consequently, the services must rely on the latitude in 
the regulations permitting local purchases. 

Representative Mutter. Is that purchasing represented by this 
chart local purchases done on a competitive bid basis or negotiated 
bid basis? 

Mr. McCone. For the most part it is buying supplies and items 
and, therefore, on a negotiated basis or is done against published and 
known prices for commodities, 

Representative Multer. With General Services Administration 
having offices, procurement officers, all over the country, I cannot 
understand why all of your common use items cannot be purchased 
through them. I am not only concerned about getting the small- 
business man selling vou those items, but I am concerned about your 
service or any of the other services bidding against General Services in 
buying the same items and going into the market for them. You 
are just pushing the price up. 

(Nore.—By letter to the committee dated June 1 1951, the Air 
Force made reference to the extent of utilization by the Department 
of the Air Force of the Federal Supply Service, General Services 
Administration, in connection with the local purchase of common- 
use items, as follows: 

This Department’s policy and practice in this respect has consistently been 
in accordance with the recently restated Munitions Board policy of March dl 
1951, which provides that ““ * * * military activities and installations 
located in the continental United States that are authorized to purchase locally 
their requirements for matériel will purchase such matériel from Federal Supply 
Service Centers when: (1) They have made prior arrangements with authorized 
field agencies of the Federal Supply Service to establish estimates of requirements 
and to assure availability of the items and quantities required; (2) the matériel 
is identified as that available to and used by Federal agencies generally through 
facilities of the Federal Supply Service Centers; (3) military effectiveness will 
not be decreased; (4) cost compares favorably with delivered cost of like items 
available from commercial sources; and (5) the items do not require oversea 
packaging or packing.”’ 

It should be noted that the foregoing conditions requiring the purchase of 
matériel from Federal Supply Service Centers are not intended to preclude any 
additional arrangements which may be agreed upon by any of the military de- 
partments and the Federal Supply Service. 

General Suerarp. Can I offer something on that subject? By and 
large, these local purchases are emergency purchases. They are not 
purchases for stock or for inventory, but sumply to meet an immediate 
need and, therefore, are usually a very small quantity, one of these 
and three of those. Then, at the same time, they process a requisi- 
tion through on our supply system, which becomes a request on 
General Services Administration to buy that. item for stock. 

So the little things we buy, the infinitely large number of procure- 
ments for small quantities, really do not represent competition, I do 
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not believe, sir, with the General Services Administration purchasing 
effort. 

Representative Muurer. It seems to me that $30 billion in 2 
months, $15 billion a month, is a large number of small emergency 
items. 

General Sueparp. If you look at the number of items, you will 
see that the bulk of those represent small purchases. Each one is a 
small purchase. Our instructions to contracting officers are that they 
will not buy for stock. They will buy for immediate need and process 
a requisition for supply. 

Representative Mu.Lrer. The total amount of those purchases is 
about $44 million. 

General Sueparp. I was looking at the number of transactions. 
It is over a hundred thousand transactions during that period. 
Actually we buy just for immediate needs and then process a requisi- 
tion which becomes GSA’s. 

Representative Mutrer. I am very happy to hear about the 
integration of the work of the various services so far as the clinics are 
concerned. How about so far as these exhibits are concerned? Is 
there any effort being made to have the three services participate in 
those exhibits? 

Mr. McConer. Yes, sir. They have been offered the opportunity 
to participate and are participating. Some of the prime contractors 
are prime contractors to the other services, and there will be more as 
we have the future exhibits. 

Representative Murer. One thing you must bear in mind at all 
times in connection with your applications for certificates of necessity 
is that many plants may expand their facilities without applying for 
certificates of necessity. In other words, they may have enough 
capital on hand and feel that the tax gain to be had now will be 
offset by higher taxes later, so that they are willing to go ahead and 
increase their facilities, nevertheless, without getting certificates of 
necessity. I think that you must carefully supervise that situation, 
because many of these larger companies may put out of business small- 
business men by putting those facilities into their own plants. It is 
quite true that you may not have the right to go to a large man and 
say, ‘You cannot increase your facilities because there are facilities 
available,’’ but vou can stop him to a certain extent by not permitting 
him to use his DO’s to get the kind of critical materials and equipment 
that are available through subcontracting. 

Mr. McCone. We have complete authority over that because we 
control his DO’s. No manufacturer can go and buy a machine tool 
or build a building which requires priority material without our 
approval of it. 

Representative Mutrer. I am glad to hear that. 

The form of contract that you use is slightly different than that 
which the Navy told us about yesterday. With reference to that 
clause which you quoted from your contract, my own opinion is that 
yours is a much better one than theirs. Theirs is a representation, 
while yours is an actual undertaking. I think the legal staffs of the 
three departments ought to review the contracts and take the best 
parts of each of the contracts out and incorporate them in their own, 
so we can get the benefit of the combined thinking on that subject. 
If you can do it without violating protocol, I think you ought to go 
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to the other services and, if you will be violating protocol, maybe the 
committee will suggest to the Secretary of Defense that the legal 
staffs get together and get the best contract possible. 

Mr. McConr. We do not have the slightest problem about protocol 
if that is your instructions. 

Representative Evins. Congressman Multer has already sug- 
gested it. 

Mr. McCone. That is all the protocol we need. 

(Nore.—By letter to the committee dated June 1, 1951, the Depart- 
ment of the Air Force advised as follows: ) 

This committee recommendation has been referred for consideration to the 
Armed Services Procurement Regulation Conference which consists of Army, 
Navy, and Air Force representatives and has responsibility for achieving uni- 
formity with respect to precurement policies, including contract clauses. 

Representative Mutter. There is one suggestion that I wish to 
make. They should undertake in these contracts that they will not 
increase their facilities as long as other facilities are available. That 
does not mean they have to take incompetent subcontractors or facili- 
ties that won’t do the job efficiently. But they should undertake not 
to increase their facilities while other facilities are available by means 
of subcontract. 

Mr. McCone. I would like to accomplish that point. I just wonder 
if we are not going to write into a contract an element of judgment on 
which we will have the question of who is going to be the judge. We 
have that policy, but should we write it into a contract? I would like 
to discuss that with our counsel a little bit. 

Representative Mutter. I do not say that you must take my 
suggestion upon my throwing it out, but give thought to it, have your 
legal department consider it, have your policy makers consider it. I 
think you could work out a provision so that every prime contractor, 
when he gets his contract, will have put in front of him at the time he 
gets his new contract, that he must use existing facilities if they are 
available, and they will not interfere with the time element and the 
efficiency element that must necessarily enter into his contract. 

Representative Evins. Mr. Newby, counsel for the Senate Commit- 
tee, do you have any questions? 

Mr. Newsy. I have no questions. 

Representative Evins. Mr. Stockton. 

Mr. Srocxron. No questions. 

Representative Evins. Mr. Dalmas of the House committee staff. 

Mr. Davmas. I have two questions, Mr. McCone. The first is 
directed with respect to the small-business specialists in the 34 district 
offices. I was wondering—TI notice that most of your small-business 
representatives in the Under Secretary’s office and the Deputy Chief 
of Staff's office are civilians—does that carry through or are your small- 
business specialists military personnel? 

General SHeparp. Mostly civilians. There will be a few military 
when they are qualified. 

Mr. Dacmas. I also would like to inquire about your V-loan policy. 
We have had a great many small businesses tell us that it is almost 
impossible to get a V-loan. We understand that the general policy of 
the Department of Defense is not to grant V-loans or guaranties as 
long as facilities are available which do not require Government 
financing. Is that the general policy of the Air Force in granting 
V-loans? 
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Mr. McCone. In that connection I would like to file with this 
committee, if I could, our established procedure on V-loans. It is very 
detailed and it does provide that V-loans are to be resorted to only 
when commercial credit without the benefit of the Government 
guaranty is not available. 

Representative Evins. You may file that statement, Mr. McCone, 
and if you can file with that statement a statement of the extent or 
number of those loans, it would be helpful. I think perhaps they have 
been very limited. 

(Nore.—The data, as furnished by the Air Force, is set out in the 
appendix ) 
{r. McCone. I had a reference to it here in this statement. 

Mr. Daumas. Has the Air Force, Mr. McCone, encouraged V- 
loans, particularly with reference to small-business contractors and 
subcontractors? 

Mr. McCone. I would not say we have encouraged it. We have 
taken the position that the V-loan mechanism was available to permit 
the contractor the opportunity to get working capital which is re- 
quired to carry out the contract. We have not let the presence or 
absence of working capital stand in the way of the negotiation because 
of the availability of working capital funds through the medium of the 
V-loan. So to that extent I would say that we have encouraged the 
use of the V-loan. 

Mr. Datmas. The amendment to the Assignment of Claims Act 
that was recently passed—TI do not know whether it has been signed 
by the President or not—— 

Representative Muurer. Yes; it was signed. 

Mr. Dautmas. Will that be of aid to small business, do you think, 
in dealing with the Air Force? 

Mr. McCong. I am not familiar with the act. 

Mr. Dautmas. The banks were reluctant to make these loans be- 
cause of a certain contingent liability that carried on for a long period 
after the contract was completed. We have had in the field hearings 
and in a great many other places the complaint that they were quali- 
fied in every way to perform a contract with the one exception that 
they could not get working capital. Further, that the various depart- 
ments, the Department of Defense, were quite reluctant about 
guaranteeing V-loans and that the banks were reluctant to take them. 

The bank end of it has been cleared up by the amendment of the 
Assignment of Claims Act and I wonder whether or not you could not 
broaden your base by using the V-loan to a greater extent in the future, 
a greater extent than it has been used in the past for small concerns, 
insofar as lack of working capital is concerned? 

Mr. McConr. I think that is undoybtedly true, and I think the 
assignment of the claim, which was a problem during World War II, 
will be very helpful, because the banks have been always concerned 
about residual liabilities in connection with their V-loans arising out of 
the claims that were unknown during the performance of the contract. 

Mr. Datmas. My point about the V-loans is simply this: We all 
know that generally speaking the larger contractors can take care of 
themselves pretty well financially as to working capital as well as 
expansion of facilities, and so on, but we have very competent small 
contractors who have the plant, the capital sufficient in every respect 
except working capital, and they have tried to accomplish that through 
your V-loans and have been unsuccessful. Thank you, Mr. Chairman. 
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Representative Evins. I have one or two questions, Mr. McCone. 
I think perhaps they may have been touched on. To what extent is 
the Air Force using negotiated bids? 

Mr. McCone. I think I could state that the great majority of our 
awards are on a negotiated basis. Specifically, the figures are as 
follows: In the last quarter of 1950 we advertised for approximately 
6,000 purchase actions of $42 million. We negotiated 96,000 for $870 
million. Of that 96,000, 1,900 of them represented $856 million. 
That is the big majority of them; 94,000 of them represented only 
$20 million, which were the local purchases. 

In 1951, in the first quarter, we at Wright-Patterson Air Force Base 
advertised for 1,230 purchase actions at $47 million, and we nego- 
tiated 3,600 purchase transactions at $2,400,000,000. In the field we 
advertised for 3,500 purchase transactions for $9 million and we 
negotiated or made direct purchases of 81,000 transactions for $34 
million. 

Representative Evins. It has been your observation or experience 
that small-business men participate to a greater or to a lesser extent 
under an advertised bid basis or a negotiated contract basis? 

Mr. McCone. In advertising 1,230 items at Wright-Patterson Air 
Force Base small! business received 824 of them, or a little in excess of 
70 percent. That is in numbers. In money, in advertising, $46 
million, small business received $23 million or 50 percent. 

In the local purchases, in advertising 3,500 items, small business re- 
ceived 2,700, or about two-thirds. 

In negotiating 81,000, small business received 58,000, or about two- 
thirds. 

Representative Evins. What is the policy of the Air Force with 
respect to the letting of contracts to prime contractors as it relates to 
their subcontracting in various regions? The point I want to bring 
out and inquire of you is as to whether or not you have a policy of 
sugge sting or re quiring } your prime contractors to let their sube ‘ontracts 
in a spec ‘inl region or a special area. For instance, if you let aircraft 
contracts in California, do they subcontract in California or will other 
sections of the country have an opportunity to participate in sub- 
contracts? 

Mr. McCone. As a matter of convenience, the manufacturer will, 
so far as possible, let the subcontracts out in his local area. Asa matter 
of fact, we find that the subcontracts spread pretty well throughout 
the United States. 

Representative Evins. Do you have any requirement that they 
should be restricted in a particular area? 

Mr. McCone. None whatsoever. 

Representative Evins. Do you make any representation to the 
prime contractors, any suggestions to them, to that effect? 

Mr. McCone. Yes. We ask that in letting their subcontracts they 
will eliminate, so far as possible, in the interest of economy, cross- 
hauling. 

Representative Evins. We had testimony at Nashville, Tenn., 
and at Atlanta, Ga., from small-business firms—and these complaints 
were directed partic ‘ularly to the Air Force, because we made inquiry 
from the other services, but they said it did not relate to them—and I 
recall specifically that these complaints related to the Air Corps, 
about manufacturers or contractors who stated that they had experi- 
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ence in World War I and World War II as subcontractors, experienced 
and qualified, and had all the facilities, and they have tried to acquire 
subcontracts and have been told they are foreclosed because the present 
Air Force policy is to the effect that they are not in that particular 
region and they are not geographically located for transportation 
reasons, so that they could not subcontract, even though they were 
qualified and had had the experience in subcontracting in the past. 

In other words, these people in Atlanta and in Nashville and other 
sections of the South feel they are being discriminated against because 
the great bulk of the aircraft prime contracts is going either to New 
England or California. If your policy goes so far as to eliminate 
those experienced men, I think it is not proper. 

Mr. McConr. There is no announced policy in that regard that 
I know of, sir. Whether sentiment along that line has developed in 
the regional offices, I do not know. I would like to examine that and, 
since that has been something that has been brought to the attention 
of your committee, I would like to make a special examination of that 
and report to you. 

Representative Evins. I wish you would, Mr. McCone. 

The specific names of the companies can be given to vou by the 
staffs of the committees. They are in the electronics contracting 
field. 

I believe that is all the questions I have other than again reverting 
to the extent to which you are broadening the base of securing as 
many contractors and as many suppliers in the field as possible. If 
you are doing that, it is not only good for small business, but it is 
good for the Air Force as well. These gentlemen employ people and 
pay taxes and are a very important segment of our economy. 

Mr. McConr. There is another point that the Air Force has very 
much in mind and that is that we want to manage this program so 
we can avoid this fantastic concentration of mene in plants. As I 
mentioned earlier, we want to avoid having 60,000 or 70,000 people 
working in a plant and we hope to do that through this process of sub- 
contracting. We found that the concentrations of people in plants 
had a very damaging effect on the community. It clogged up the 
transportation system. It interfered with the housing and with the 
grocery stores and everything. 

Representative Evins. Health and housing and other problems as 
a result of concentration. 

Mr. McCone. That is right. 

Representative Evins. Mr. Multer. 

Representative Murer. Just one subject I want to touch upon 
briefly, Mr. Chairman, if I may. 

I do not know whether vou have had an opportunity to examine 
H. R. 1600 or S. 533, the Senate and House Small Business Commit- 
tees both having unanimously sponsored those bills, which are to 
establish a Small Defense Plants Corporation, similar to what we had 
in World War II. I wonder whether or not you or Mr. Weddell 
would want to comment upon the principal of the bill without going 
into the details. 

Mr. McConsr. This is to establish the Defense Plants Corporation? 

Representative Mutter. The Small Defense Plants Corporation, 
similar to the one we had in World War II. 

Mr. McConrz. Maybe Mr. Weddell would like to comment, 
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Mr. Weppe . I just received that yesterday and I would like to 
really study the thing over, if I may, before making comments on it 
because it is very much in the type of —— 

Representative Evins. You feel that the Smaller War Plants 
Corporation with which you were connected during the war, performed 
a useful service? 

Mr. Weppe vt. I do. 

Representative Mutrer. Do you think it might be able to perform 
a similar function and do it well again? 

Mr. Weppe tt. Not having read the bill, I would only want to put 
this in, that I do feel definitely that we in the services can do it in 
our own shop. We can do this job right up to 100 percent ourselves. 
Without having read the particular provisions in the bill, I would not 
like to comment. 

Representative Mutrer. That means that Air Force has small 
business, Navy has small business, and Army has small business as 
well as General Services, and right down the line, while, if you have 
this kind of an organization, we may be able to concentrate the efforts 
and the emergency and do a better job. You need not comment at 
this time. 

Mr. Weppe.w.. That is right. 

Representative Evins. Congressman McKinnon of California. 

Representative McKinnon. Do you think that H. R. 1600 and its 
companion bill in the Senate notwithstanding—without it now—that 
you. have the ability and authority to provide materials and provide 
financing for the expansion of these small units of production that 
would be necessary to implement small business? 

Mr. McConr. We would have no problem of securing materials 
nor have a problem of financing working capital. We have no author- 
ity for financing of plant expansion other than to provide a manu- 
facturer with a Government-owned plant. 

Representative Curtis. Or through certificates of necessity. 

Mr. McCone. Yes. But I mean the financing of the plant. 

Representative Curtis. But it is certainly a financing device to 
assist him. 

Mr. McConer. I was speaking of actually providing the money. 

Representative Curtis. I understand that. 

" Mr. McCone. We do not have that authority. 

Representative McKinnon. Have these bills actually been formally 
considered by the Department of Defense? 

General Sueparp. They have not been formally presented to the 
Department of Defense. 

Representative McKinnon. You have not been requested for a 
report? 

General Sueparp. They have not been transmitted to the Depart- 
ment of Defense. 

Representative McKinnon. You are not committing yourself, but 
in your judgment you do not feel you will be making a favorable 
report on the bill? 

Mr. McConeg. We would not know. We would like to defer and 
study it. 

Representative McKinnon. At least you feel the bill does have 
sufficient merit to justify further study? 

Mr. McConer. Oh, yes. It justifies study. 
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Representative Evins. Mr. McCone, the Army is providing the 
Staff of the Small Business Committee of the House with a monthly 
summary of contracts which are let, showing the participation of prime 
and subcontractors. I wonder if it would be convenient for you to 
provide that? 

Mr. McCone. Certainly. 

Representative Evins. The Navy also does that. 

Mr. McCone. Certainly. 

Representative Evins. Thank you, gentlemen. That is all. 

I believe in these hearings we are working together to bring about 
a solution of the problem that is advantageous to both the staff and 
the representatives of the Department. We appreciate very much 
your statement and your coming before us. 

Mr. McCone. Thank you very much for the opportunity to be 
here. 

Representative Evins. The committee stands adjourned. 

(Whereupon, at 11:55 a. m., the committee adjourned.) 
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DEPARTMENT OF THE AIR Force, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, April 27, 1961. 
Memorandum re: Department of Air Force policy and operating procedure regard- 
ing applications for certificates of necéssity for accelerated tax amortization. 

Reference.—Revenue Act of 1950, Public Law 814; Defense Production Act; 
Executive Order 10161, September 9, 1950; Executive Order 10172, October 12, 
1950; Executive Order 10200, January 3, 1951; title 32A, National Defense ap- 
pendix, chapter VI, NSRB, part 600, October 26, 1950; DPA memorandum, sub- 
ject: ‘“‘Amortization of emergency facilities under section 124A of Internal Reve- 
nue Code,” March 1, 1951; Munitions Board memorandum, “Revised Depart- 
ment of Defense small-business program,’’ April 7, 1951; Munitions Board memo- 
randum, ‘‘Responsibility concerning requests for certificates of necessity for 
accelerated amortization,’’ March 31, 1951. 

Introduction.—In order to encourage the investment of private capital in the 
expansion of our national productive capacity to the degree necessary to support 
the civilian economy and still meet the procurement requirements imposed by an 
accelerated national defense program, the Congress of the United States added, 
as a part of the Revenue Act of 1950, section 124A to the Internal Revenue Code. 
For a fuller understanding of the aims and purposes of this legislation, a careful 
reading of the above referenced DPA memorandum is suggested. 

Section 124A permits the taxpayer to deduct from gross income the amortiza- 
tion of facilities certified as necessary in the interest of national defense at an 
accelerated rate over a period of 60 months. That is, buildings may be amortized 
for tax purposes in 5 vears rather than in 20 or 30, and machinery in the same 
period rather than in the usual 8 to 12 years. This accelerated amortization is 
applicable only to such portion of the investment as the certifying authority 
determines is attributable to defense purposes. 

Thus the accelerated “write-off” is an inducement in anticipation of high gross 
income during the 5-year period. The taxpayer must also gamble that the tax 
structure will be lower after than during the emergency period. Further, to the 
extent he has used up tax-allowable depreciation in the 5-year period, he will have 
none such available in succeeding years. And he has used his own, or borrowed 
capital which he has repaid or must repay. 

rhis encouragement of expansion of production by private means is considered 
necessary in light of the alternative that needed expansion could otherwise be 
accomplished only by use of public funds and through governmental administra- 
tion. The expansion of industry solely through the latter means is contrary to 
stated national policy. 

Executive Order 10172, October 12, 1950, designated the Chairman of the 
National Security Resources Board as the certifying agency for certificates of 
necessity for accelerated tax amortization. Subsequently, Executive Order 
10200, January 3, 1951, established the Defense Production Administrator as the 
certifying authority. Executive Order 10161, September 9, 1950, provided that 
certificate of necessity applications would be filed with the certifying authority 
and referred thereby to delegate agencies for processing. These delegate agencies 
are: Department of Agriculture, Department of Commerce, Department of the 
Interior, and Defense Transportation Administration. It should be noted that 
the Department of Defense was not named as a delegate agency. 

The functions of these delegate agencies were prescribed by Executive Order 
10172. The certifying authority was to utilize the delegate agencies: 

(a) To furnish reports and recommendations in respect to applications for 
necessity certificates. 

(b) To maintain relationships with the various industries in respect to 
such applications, and 

(c) To develop necessary programs for the expansion of capacity. 
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Since the need for expansion of capacity is a result of military requirements, 
it was obvious very early in the program that the Department of Defense was in 
position to provide the delegate agencies with available information pertaining 
to purely military end item requirements. This information was initially pro- 
vided informally to various echelons of the delegate agencies, but later continued 
operations formalized procedure. Changes have been, and no doubt will continue 
to be, made in view of changing requirements. 

Under the foregoing organizational structure, only the Delegate and certifying 
agencies have the authority to make the final determination as to the need of 
capacity expansion, and the propriety of the issuance of the requisite certificate 
of necessity. Theirs is the responsibility to evaluate national over-all capacity, 
requirement data, and the effect of current or contemplated restrictive orders. 

Until revoked or modified there is prescribed herein the De} rtment of Air 
Force standard operating policy and procedure with reference to its handling of 
requests for comment and information on tax amortization certificate of necessity 
applications 

Policy.—1. On those applications determined to be of direct interest of the Air 
Force or on which the Air Force is best informed, comments will be directed to the 
final recommending authority of the delegate agency. The comment will state 
that the Department of the Air Force considers that: 

(a) The end products or services to be furnished by the applicant are 
necessary to the Air Force in the interest of national defense. 

b) Existing facilities are insufficient to produce the product or service in 
the quantities desired. 

2. Cases in which there exists a major militarv interest, but which interest is 
not predominantly that of any one military department, will be brought to the 
attention of the Munitions Board, together with informal comment indicating 
scope of interest of the Air Force and recommending desired action, if any. 

3. Applications encompassing areas of raw or semifabricated materials, com- 
ponents common to military and civilian use, and other items not identifiable 
with a military function will not be commented upon. ‘There may be exceptions 
to these limitations, as for example in the case of titanium, electronic components, 
bearings, etc., which are currently of prime importance to military needs. Such 
cases will be considered at the discretion of authorized Air Force representatives. 

!. Except for verification, on request of a delegate or certifying agency, as to 

existing Air Force contracts, related programs and requirements, the Air Force 
will not comment on the representations and statements of applicants made in 
applications for certificates of necessity. Any misrepresentation in the applica- 
tion constitutes fraud, which is a matter to be policed by other agencies. 
5. Comments on applications for certificates will not include any reference to 
or recommendations on the percentage of the facility cost to be amortized at an 
accelerated rate. Neither will it be a function of the Air Force to assist contrac- 
tors in their appeals from the percentages granted, since there is no Air Force 
participation in the percentage determination. (On p. 6 of above referred DPA 
memorandum it is indicated that even the delegate agencies should not unduly 
concern themselves about percentages allowed. 

Operating procedure.—1. The DCS/M is responsible for designating by name 
those members of the Air Staff who will act as liaison with the delegate and 
certifying agencies. Liaison personnel will devote as much time with delegate 
and certifying agencies as considered necessary to accomplish their designated 
functions. 

2. Liaison personnel will select from information made available to them by 
delegate agencies those certificate of necessity cases considered to be of Air 
Force interest. This determination will be based upon: 

(a) Known areas of procurement wherein a shortage or potential shortage 
is evident, 

b) Specific cases brought to the attention of liaison personnel through 
procurement channels due to continuous relationship between procurement 
agents and industry. 

(c) The fact that the products or services rendered are of a type which 
warrant further investigation to determine whether or not comment to the 
delegate agency should be made. 

3. From cases selected as being of Air Force interest, specific comment, in 
accordance with the policy items above will be made, based upon: 

(a) Quantitative capacity and requirements data applicable to the item, 
if known; or 

(6) Program requirements within areas of procurement; or 
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(c) Dictates of experience of procurement agents and industry in regard 
to “‘tight’’ areas of procurement. 

4. Liaison personnel of the Air Staff will prepare the appropriate letters of 
comment for signature by this office, addressed to the final recommending 
authority of the delegate ageney concerned. Copies thereof will be furnished 
the interested office, respectively, of Army, Navy, and Munitions Board. 

5. Liaison personnel will arrange with delegate agencies to be advised of cases 
on which denial has been recommended. These cases will be rescreened with the 
view of providing additional support when it is known that the denial will cause 
undue delay in the procurement program. It is recognized that exceptional 
cases may be overlooked, but it is felt that the denial of an expansion of a supplier 
of critical goods will immediately be brought to light through procurement 
channels. 

6. Informal information within the scope of this directive may be supplied to 
any and all echelons of delegate agencies in accordance with their requests. 
Memo record of such information will be furnished to this office. 

7. This office has been designated as the focal point within the Air Force on 
all matters relating to applications for certificates of necessity for tax amorti- 
zation. All formal written communications to agencies outside the Department 
of the Air Force relating to such matters will be prepared for signature by this 
office. 

CuestTer D. SEFTENBERG, 
Deputy for Contract Financing. 


Exuisit 14 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE ASSISTANT SECRETARY, 
6 Washington, December 21, 1950. 
Memorandum for the Deputy Chief of Staff, Comptroller; Deputy Chief of 
Staff, Matériel. 
Subject: Air Force V-loan organization and procedures. 

Now that several weeks have elapsed since the reactivation of the V-loan 
program, it has been suggested that this office issue a summary setting forth the 
Air Force organization and procedures relating to that program. The following 
documents relate to this program and all personnel concerned with V-loans should 
be familiar with their contents: 

Defense Production Act of 1950. 

Executive Order No. 10161. 

Regulation V of the Board of Governors of the Federal Reserve System. 

(Nore.—The pertinent provisions of the above two are contained in 
the Federal Reserve System’s pamphlet on regulation V. This pamphlet 
may be obtained from the Board of Governors or any Federal Reserve 
bank. Sufficient copies have been obtained and furnished to AMC for 
wide distribution within that command.) 

V-loan letters of the Board of Governors of the Federal Reserve System (as 
of December 13 V-loan letters Nos. V—-1 through V—9 have been issued.) 

Mr. Lovett’s memorandum dated October 14, 1950, subject: Defense Contract 
Financing Policy. 

Mr. Zuckert’s memorandum dated November 13, 1950, Defense Contract 
Financing (guaranteed loans). 

Mr. Finletter’s memorandum of November 28, 1950, delegating “all the 
authority conferred upon the Department of the Air Force’’ relating to the 
V-loan program to the Assistant Secretary of the Air Force (management). 

Mr. Zuckert’s memorandum of November 28, 1950, redelegating that author- 
ity to his Deputy for Contract Financing. 

AMC Directorate Notice No. 139 dated December 7, 1950, subject : Tentative 
Procedure for Handling Applications for Guaranteed_Loans. (Attached to 
this notice is a guaranteed loan procedures flow chart.) 

Basic criteria.—Air Force administration of the guaranteed loan program is 
founded on the following premises: 

1. “Financing must support * * * and aid, not impede essential procure- 
ment.” 

2. All means of private financing should be utilized to the fullest extent. 

3. ‘“* * * the financing function should be separate from the procurement 
function, but there must be close cooperation between the two.” 
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4. “Responsibility for financing in each Department shall be in the Under or 
Assistant Secretary responsible for the comptroller function, with the focal point 
of such activities at departmental headquarters * " 

Responsibilities.—1. Deputy for Contract Financing, Office of the Assistant 
Secretary of the Air Force (management): 

(a) “‘Approves applications by financial institutions for loan guaranties 
and authorizes the interested Federal Reserve banks to execute and deliver 
guaranties on behalf of the Air Force as guaranteeing agency.”’ 

(6) “Is responsible, on behalf of the Department of the Air Force, for 
coordinating all loan guaranty activities with other agencies of the Depart- 
ment of Defense, the Board of Governors of the Federal Reserve System 
and other guaranteeing agencies.” 

(c) Serves as the focal point within the Air Force for information on all 
matters relating to the V-loan program. 

2. The Deputy Chief of Staff, Comptroller: 

(a) Receives from the Board of Governors of the Federal Reserve System 
all applications for V-loans directed to the Air Force. By arrangement with 
the Board of Governors, these are received in duplicate in order that 
DCS/Comptroller is able immediately to forward the extra copy directly 
to AMC, 

(b) Notifies the Deputy Chief of Staff, Matériel, that an application has 
been received and requests a certificate of eligibility, or a letter stating that 
the certificate of eligibility will be refused, either document to be forwarded 
to the Comptroller. 

(c) Analyzes the application from the financial standpoint. 

(d) Makes a recommendation concerning the application to the Deputy for 
Contract Financing. In transmitting this recommendation the certificate of 
eligibility, if one has been issued, or the letter indicating that a certificate of 
eligibility will not be issued, is attached to the recommendation to the Deputy 
for Contract Financing. 

(e) Maintains appropriate records and accounts with respect to applications 
for loan guarantees and maintains the files concerning each such application. 

(f) Prepares and furnishes such reports as may be required in connection 
with the loan guarantee program, either for submission to the Deputy or such 
other distribution as the Deputy may authorize and request. 

The Deputy Chief of Staff, Matériel: 

(a) Obtains from the procurement agency the requisite certificate of 
eligibility, establishing that the contract or other operation of the prospective 
borrower to be financed by such loan is one which is deemed to be necessary 
to expedite production and deliveries or services under a Government contract 
for the procurement of materials or the performance of services for the national 
defense. Such determination is made by a duly authorized certifying officer 
designated by the Deputy Chief of Staff, Matériel, who is charged with main- 
taining adequate control and uniformity of action in connection with the 
issuance of such certificates. To that end authority to execute such certi- 
ficates is retained at a level not below that of the Chief or Deputy Chief of 
the Procurement Division, Directorate of Procurement and Industrial 
Planning, Air Matériel Command. The certificate of eligibility is based on 
an affirmative determination and certification that the materials or services in 
the contracts listed in the application are essential to national defense, that 
the contracts or subcontracts cover materials or services which cannot be 
procured from an alternate source without prejudice to the national defense 
and that the contractor has the technical ability and facilities to perform the 
contract satisfactorily. 

(b) Forwards the certificate of eligibility, or the notice of refusal to issue a 
certificate, to the Deputy for Contract Fnancing, through the Deputy Chief 
of Staff, Comptroller. 

4. Air Force loan committee: 

(a) Composition: The committee consists of the Deputy as chairman and 
a representative each from the Deputy Chief of Staff, Matériel, and the 
Deputy Chief of Staff, Comptroller. 

(b) Funetion: Periodically to review policies and procedures and to make 
appropriate recommendations to the Assistant Secretary (management) with 
respect to the loan-guaranty program. 

In order that the above joint operations will function most effectively, the 
closest cooperation is required among all activities concerned. In addition to 
furnishing the certificate of eligibility, the Deputy Chief of Staff, Matériel, fur- 
nishes such collateral information with respect to the status of performance of 
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contracts as will prove helpful to the deputy for contract financing in arriving at a 
final decision on the application for guaranty. Information with respect to 
defaults or failures of performance on contracts underlying the particular appli- 
cation is of particular importance, 

V-loan procedure outside the Air Force.—In order that all Air Force personnel 
charged with responsibilities as to some phase of the V-loan program may have a 
complete picture, it has been suggested that this memorandum contain a summary 
of the steps which must be taken before an application for a guaranteed loan is 
submitted to the Air Force. The initial step is the application by the contractor 
to his bank, or a bank of his choosing, for a loan to provide the requisite working 
capital. In the event the bank determines that it can or will make the loan only 
if some portion of the risk is shared by the procuring agency through the means of 
a V-loan guaranty, the bank makes application to the Federal Reserve Bank of 
the district in which the private bank is located for such guaranty. Among other 
things the application states the amount of the loan, the terms, the percentage of 
guaranty desired, and lists the contracts for the performance of which the loan 
proceeds will be utilized. 

The application is forwarded by the District Federal Reserve Bank to the 
Board of Governors of the Federal Reserve System in Washington which im- 
mediately transmits two copies of the application and a copy of the Federal 
Reserve bank’s transmittal letter. The Federal Reserve District Bank im- 
mediately initiates an investigation into the credit and prepares a report and 
recommendation, a copy of which report and recommendation is then forwarded to 
the guaranteeing agency. Because the responsibility for the maintenance of the 
basic files and records on V-loan applications directed to the Air Force is the 
responsibility of DCS/Comptroller, the Board of Governors of the Federal 
Reserve System have been requested to deliver all loan applications directly to 
the Director of Finance, DCS/Comptroller. 

Authority for execution of certificates of eligibility having been delegated to 
the Chief of the Procurement Division, AMC, the requisite copies and supporting 
information concerning applications are forwarded directly to that office. 

Not infrequently the application lists contracts from services other than the 
Air Force. It has been established within the Office of the Secretary of Defense 
that the military department having the predominant dollar volume out of the 
unfilled total of the contracts involved, will have the responsibility of processing 
the guaranty application and authorizing the guaranty. In cases where services 
other than the Air Force are involved, the Chief of the Proeurement Division, 
AMC, is responsible for taking necessary action to obtain from the other service 
certificates of eligibility with reference to the listed contracts representing such 
other service’s procurement. Issuance of a certificate of eligibility by the Chief 
of the Procurement Division, AMC, will presuppose that requisite certificates of 
eligibility or other satisfactory form of clearance have been obtained from the 
other services concerned. In the event of delay in obtaining such certificates of 
eligibility or clearance from other services, AMC will indicate its opinion regarding 
the importance of the contracts of the other services and the desirability from the 
point of view of Air Force procurement of proceeding with the guaranty without 
waiting for the certificates or clearance from the other service. In the event 
the other services submit or direct certificates of eligibility to Air Force head- 
quarters, it is the responsibility of the Director of Finance, DCS/Comptroller, 
immediately to forward them to AMC. 

General.—It is the policy of the Deputv for Contract Financing to furnish both 
the Director of Finance, DCS/Comptroller, and the Chief of the Procurement 
Division, AMC, with copies of his letters to the Board of Governors of the Federal 

teserye System in which a requested loan guaranty either is authorized or is 
declined. The Federal Reserve Board is to furnish Air Force with a copy of the 
guaranty agreement as finally executed by the Federal Reserve Bank as ‘fiscal 
agent of the Air Force. This copy of the guaranty agreement is to be delivered 
to the Director of Finance for filing and retention. 

In regard to administration of funds arising from Air Foree receipts of its 
portion of the interest and commitment fees paid by the borrowers, attention is 
called to memorandum from Mr. MeNeill dated December 8, 1950, Subject: 
“Financial policies and procedures applicable to revenues from and expenses of 
guaranteed loans.” 

Cuester D. Serrenrera, 
Deputy for Contract Financing. 
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Exnisit 14—-A 


HEADQUARTERS Ark MatTfériet CoMMAND, 
Wricut-PatTerRsoN Arr Force Base, 
Dayton, Ohio, March 14, 1951. 
Directorate Office Instruction No. 70-9 (procurement and industrial planning 
Subject: Procurement and contracting, guaranteed loan financing of defense 
production and services. 
(This DOI supersedes Directorate Notice 139, December 7, 1950.) 

1. Purpose.—This DOI is issued to fix functional responsibilities and establish 
procedures within the directorate, procurement, and industrial planning, regarding 
applications for guaranties of loans under the Defense Production Act of 1950 and 
Executive Order No. 10161. 


2. Scope.—This DOI is applicable to all personnel of the directorate and the 
air procurement districts, 
3. Authority 


(a) Section 301 of the Defense Production Act of 1950 grants the President 
the power to authorize the Department of the Air Force, and other agencies, 
to guarantee any public or private financing institution against loss on any 
loan or commitment made for the purpose of financing any producer of goods 
or services when deemed by the guaranteeing agency to be necessary to 
expedite procurement under Government contracts for the national defense. 
“National Defense”’ is defined in section 702 of the act as “* * * opera- 
tions and activities of the Armed Forces * * *,” and of other Govern- 
ment agencies under certain conditions. 

b) By Executive Order No. 10161, the Department of the Air Force, 
among others, is authorized to guarantee loans, and is directed to ‘‘ Develop 
and promote measures for the expansion of * * production and supply 
of materials * * * necessary for the national defense.’”’” The Federal 
Reserve banks are authorized to act, under the supervision of the Board of 
Governors of the Federal Reserve System, as fiscal agents of the United 
States in executing agreements and for other purposes of section 301 of the 
act. All agencies of the Government are directed to furnish information 
relating to defense production or procurement deemed necessary by any 
officer delegated powers to act in this field. 

4. Responsibilities. — 

(a) Headquarters USAF has reserved all authority concerning financial 
consideration. 

(b) The Chief, Procurement Division, Headquarters AMC, is responsible 
for certifying prospective borrowers as eligible for financing under the 
statute and attendant directives. 

(c) The Purchasing Branch, Plans and Operations Office, Procurement 
Division (MCPPX02) is responsible for maintaining staff surveillance over 
the operation of the guaranteed loan system within the directorate and in 
making recommendations to the Chief, Procurement Division, concerning 
the issuance or withholding of certificates of eligibility. 

d) Each activity of the directorate and pertinent activities of air procure- 
ment districts are responsible for furnishing MCPPX02 information and 
recommendations within their particular scope of activities upon request. 
All inquiries from MCPPX02 concerning guaranteed loans will be handled 
by all activities of the directorate and the air procurement districts as 
priority matters 

5. Policies—The following policies will be used as guides by activities proc- 
essing inquiries for information regarding V-loans: 

(a) Essentiality of products or services: All items or services called for 
under a prime contract with the Air Force, or a subcontract of any degree 
under such prime contract, are to be considered essential to the national 
defense. The essentiality of other items or services must be established. 

b) Alternate sources: The existence of an alternate source for the pro- 
curement covered by any contract or subcontract will not in itself be grounds 
for denial of a certificate of eligibility. No distinction will be made in this 
respect between advertised and negotiated contracts. In the normal case, 
use of an alternate source would involve prejudice to the national defense 
because of such factors as delay in ultimate delivery, costs of terminating 
existing contracts, effort and cost to replace contracts, and significantly 
higher prices for the items. The existence of an alternate source will be an 
important consideration when material doubt exists as to ability to perform 
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a defense contract according to its terms, e. g., when the proposed borrower 
does not have adequate experience, management, facilities, or technical ability, 
or when there is serious doubt that he can produce at the contract price. 

(c) Use of guaranteed loan (V-loan) in new procurement: When a bid or 
negotiation is conditioned on the granting of a V-loan by the Air Force, the 
proposal must be considered on the basis of whether or not award of the 
contract to the particular firm will benefit the Government. If there will 
be benefit to the Government from dealing with a particular contractor, e. z., 
a material saving in price as compared with prices from other contractors, 
the need for a V-loan (with reasonable percentage of guaranty) should not 
deter the making of the contract. If there is no advantage to the Government 
in dealing with a particular contractor requiring a V-loan, all other things 
being equal, contractors not requiring V-loans should be preferred to those 
requiring V-loans. This latter is in line with the established policy that the 
preference is for private financing without Government guaranty. In all 
instances of this latter type, the buying section will, prior to final commit- 
ment, refer the case to MCPPXO2 for recommendations. 

(d) Use of V-loan with existing contract: When V-loans age requested 
by AF contractors to finance an existing prime contract it should be remem- 
bered that the contract was placed with a contractor presumed to be capable 
of performance according to a determined schedule related to Air Force needs. 
Financing of performance is as necessary an element of production as any 
other factor. The V-loan system was authorized and designed to make that 
financing possible where it would otherwise not be provided, and for that reason 
the V-loan is an aid to procurement. Unless there are apparent and valid 
reasons to believe that the contractor will fail, entailing loss of both his 
production and some of the money borrowed to accomplish it, financial 
considerations as such should not influence recommendations or comments 
requested. It must be remembered that production in volume entails borrow- 
ing by most businesses, that lending agencies have had service guaranties 
made available to them and will ask for them when reason exists to limit 
their risk, and that the contractor owes every dollar borrowed and must fail 
in business before a loss is experienced by the lender and the guaranteeing 
service. Many of the same considerations apply to subcontracts, the prin- 
cipal difference being that the prime contractor does not undertake any direct 
financial risk. The placing of orders does, however, involve production risks 
which can seriously impair his own deliveries as well as his own financial 
requirements. Since the performance by subcontractors is so integral to 
deliveries under prime contracts, no distinction is drawn between the two 
classes of contractors as regards availability of guaranties to banks on pro- 
duction loans. All actions on requests for loan guaranties, including those 
on the issuance of certificates of eligibility and related matters, must be 
designed to support and aid, not impede, essential procurement. 

Procedure— 

(a) Origin of requests: Need for a loan guaranty arises when a contractor 
or subcontractor finds it necessary to use bank credit to finance necessary 
defense production under his contracts, and his bank considers the amount 
involved to be in excess of normal lending risks or when the amount is beyond 
its legal lending limit. If the bank desires to make the loan on condition 
that protection is afforded it against a portion of possible subsequent loss, 
it may prepare an application for guaranty of the credit. This application 
is submitted to a Federal Reserve bank, which forwards it, through the 
Federal Reserve Board in Washington, D. C., to the military department 
having a predominent interest in the contractor’s activities. The Federal 
Reserve bank then makes an investigation of the loan and borrower and 
forwards its report to accompany the application. Before a guaranty can 
be approved, the procurement activity of the guaranteeing agency must 
issue a certificate of eligibility which is a formal finding that the contracts 
listed on the application come within the purport of the statute and directives. 
If a certificate of eligibility is issued and financial requirements are satisfactory 
to the department which will be the guarantor, the Federal Reserve bank, 
as fiscal agent of the military department, is authorized to execute a guaranty 
contract with the lending bank. Funds are then made available to the 
borrower under terms of a loan agreement between the borrower and the 
lending bank. It may be observed that the borrower is not a party to the 
guaranty application or agreement. 
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(b) Investigation of request: Upon receipt of a request for a certificate 
of eligibility, MCPPX 02 will request such information as it deems necessary 
from the Procurement Division Buying Sections, the air procurement district, 
other armed services, and such other sources as may appear pertinent to 
adequate understanding of the case. Inquiries may be by correspondence 
or by informal means. After adequate consideration of the case, MCPPXO2 
will submit its recommendations in the form of final correspondence and 
certificates for the signature of the Chief or Deputy Chief, Procurement 
Division. As soon as determination has been made that a certificate of 
eligibility will be issued or that an application will be declined, a TWX will 
be dispatched to the Contract Financing Division, Directorate of Finance, 
DCS/Comptroller, Headquarters, USAF, advising of action taken and 
confirmatory certificate or declination will be forwarded by mail as soon as 
rere Further, MCPPX0O2 will endeavor to keep the Contract 
‘inancing Division, Headquarters, USAF, advised by telephone of any 
unusual developments concerning an application and particular effort will! 
be made to apprise that office of applications upon which action will be 
completed in the near future. 

(ec) Handling inquiries for information: The Chief of each buying section 
of the Procurement Division and the commander of each air procurement 
district will designate a particular individual to receive, coordinate and prepare 
replies to inquiries concerning guaranteed loan financing. The individual 
designated should be one whose primary talents are in the field of production. 
Chiefs of air procurement districts who desire to decentralize this function 
and authorize subordinate activities to receive reply to request from 
MCPPX0O2 direct will cause the appointment of an individual to handle 
such inquiries in each of the subordinate activities so authorized. All 
replies to inquiries will be over the signature of the Chief or Acting Chief of 
the activity making the reply. Names of all individuals designated under 
provisions of this paragraph together with their regional or plant affiliation, 
will be submitted to this Directorate, attention: MCPPXO2, within 10 days 
after receipt of this directive. Changes will be submitted as they occur. 


7. Flow chart.—A flow chart illustrating procedure for processing an application 
for a V-loan within the Air Force is enclosed for information. 
(Enclosure No. 1). 


(Enclosure. ) 








Orvat R. Cook, 
Major General, USAF, 
' trector, Procurement and Industrial Planning. 
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(Nore.—By letter to the committee dated June 1, the Department of the Air 
Force advised that the distribution of Air Force guaranteed V-loans as of May 
1, 1951, was as follows: 


Total 

number 
Size of loan authorized 
$10,000 and under : - ] 
$10,001 to $25,000 4 
$25,001 to $50,000 : : 4 
$50,001 to $100,000 : ’ 7 
$100,001 to $300,000 17 
Total , me 33 
$300,001 to $500,000 6 
$500,001 to $1,000,000 1] 
Total : 17 
$1,000,001 to $2,500,000 10 
$2,500,001 to $5,000,000 3 
$5,000,001 to $10,000,000 } 
$10,000,001 and over 2 
Total : st 19 
Grand total ; sia 69 


As is indicated in the memorandum dated December 21, 1950, Air Force V-Loan 
Organization and Procedure (p. 194), before a V-loan can be considered for 
guaranty by this Department, a bank of the contractor’s choice must (1) agree 
to make the loan and (2) request a V-loan guaranty from this Department. The 
Department of the Air Force has been active in its efforts to keep both contrac- 
tors and banks fully informed of its program in order to encourage the use of 
the V-loan as a means of extending financial credit and borrowing ability to 
prospective Air Force contractors who could otherwise not obtain bank loans or 
working capital. It is our opinion that the recently enacted amendment (Public 
Law 30, 82d Cong.) to the Assignment of Claims Act of 1940, which amendment 
was endorsed by this Department, should greatly decrease any reluctance on the 
part of bankers to utilize the V-loan guaranty. 

The three military departments have recently been working out procedures 
for the V-loan guaranty of Reconstruction Finance Corporation loans to con- 
tractors unable to find a bank otherwise willing to make a loan. This Depart- 
ment has thus far guaranteed four such loans. 

I should like to point out that whereas V-loans are used to provide or finance 
the working capital needs of contractors, as previously described, facility loans 
which were referred to during the joint hearing, come under section 302 of the 
Defense Production Act with NPA as the delegate agency and DPA as the cer- 
tifving agency. The military departments are not delegate agencies, and there- 
fore, have no authority to grant section 302 facility loans. 


x 





